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Budget Making in Mexico 


By Robert E. Scott * 


A budget is more than a mere balance sheet of anticipated gov- 
ernment income and expenditures; it is a graphic description of pro- 
jected government activities for the ensuing fiscal year. By its very 
nature the process of preparing, adopting and executing a budget 
presupposes conscious decisions by the policy making agencies of 
government. It would be naive, however, to consider the process 
simply in terms of the formal relationship between legislature and 
executive, in sterile isolation from the political environment in which 
they both act. 


Nowhere is this more true than in Mexico, where the preeminence 
of the president in all phases of political action shows through more 
clearly in the budget process than in the constitution itself. Budget- 
ary activities are channeled through the executive and the legislature 
much as in other countries with the presidential form of government, 
though perhaps with a rather higher proportion of authority in the 
hands of the former than is usual. In actual practice presidential 
power extends even farther, for the chief executive dominates an 
“official party” which has virtually absolute control over both houses 
of congress, where the few and ineffectual opposition legislators are 
in no position to challenge presidential leadership in fiscal affairs. 


The pattern of national spending provides dramatic emphasis to 
the strategic importance of the president’s control over government 
finance in Mexico. Since 1928 national government expenditures 
have multiplied nineteen times, from 299,753,000 pesos to 5,681,- 
399,000 pesos in 1955; in recent years about 90 percent of all 


* Dr. Scott is assistant professor of political science at the University 
of Illinois. This study resulted from investigations relating to a forthcoming 
book on Mexican government. Field study on the project took place in 
Mexico in 1948 and 1954. 
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public spending has been by the federal government.’ Included in 
this total are capital expenditures averaging some 40 percent of all 
capital investment in Mexico, public and private.* When budget 
items are translated into public works—roads, dams, schools and the 
like—the effective determination of public spending takes on obvious 
political significance. Nor is there reason to believe that the trend 
toward political centralism and public spending will reverse them- 
selves in the foreseeable future. 


Considering the relatively underdeveloped state of Mexico's econ- 
omy these are tremendous sums, even in terms of a devalued peso.° 
For a country where weak controls over executive management of 
fiscal affairs has so often meant mismanagement, such expansion of 
government finances could have been disastrous. Certainly occur- 
rences in the history of early post-Revolutionary budget practices 
were not very encouraging. 

Immediately following the adoption of relatively detailed budget- 
ary rules in the constitution of 1917, for example, an all too familiar 
pattern of informality in monetary matters manifested itself. Each of 
the first three presidents who held office under the new constitution 
took upon himself authority to adopt budgets by decree, usually 
on the grounds that the congress had failed to supply the necessary 
fiscal legislation before the start of the fiscal year.* This was prob- 
ably more than political sophistry on their part for, as Flores Zavala 
points out, in addition to the three years when the presidents acted 
by decree, the budget was enacted by congress after the beginning 
of the fiscal year in 1918, 1923, 1926, 1929 and 1936.° 


If legal promulgation of Mexico's budget during this early period 
was sometimes informal, its preparation and execution were even 


1The Economic Development of Mexico. The International Bank for 
Reconstruction and Development, Johns Hopkins Press, Baltimore, 1953, table 
120, pp. 144-145. Unless otherwise stated, as here, statistical data have been 
obtained from the Direccién General de Estadistica of the Secretaria de 
Economia. 

* Ibid., table 15, p. 188. 

’ Since 1948 the peso has declined from 4.85 to 12.50 per U. S. dollar. 
It was last devalued in April, 1954. 

* Informe de Carranza (1919), p. 46; Informe de Adolfo de la Huerta 
(1920), pp. 19-20; Informe de Obregén (1921), pp. 34-36. 

° Fianzas Piblicas Mexicanas, Mexico, D. F., 1946, p. 230. 
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more so. Budgetary items which originally had been based on 
scarcely more than inspired guesses were transferred from agency 
to agency with little or no administrative controls, much less with 
any effective legislative post-audit. Enormous amounts of money 
were appropriated and spent outside of the budget, and deficiency 
appropriations were very nearly annual events. 

Fortunately, President Cardenas pushed a technically adequate 
budget law through the congress in 1935.° Although the con- 
gressional role in the budget process has not materially strengthened 
since then, under Cardenas and his three successors in the presidency 
executive administration of the budget has improved markedly. The 
Mexican system of code law allows the president, working through 
the Treasury Department (Secretaria Hacienda Y Crédito Publico), 
to issue detailed administrative regulations for the execution of the 
budget law. These Reg/amentos have grown increasingly more strict, 
and in recent years have tended to reduce the most glaring violations 
of budgetary legislation on the part of executive officers. Whether 
the presidents desired budget reform as an end in itself, or sought 
means of controlling their subordinates cannot be said. 

Ingrained habits of fiscal anarchy made this an uphill struggle, 
however, so that real budgetary planning and control were not 
accomplished until 1949. As the working party of the International 
Bank reports, until that year more than ten percent of national 
spending was completely outside the budget, and wartime pros- 
perity notwithstanding the budget itself had been out of balance 
for the decade previous.’ 

During the 1950’s under both President Aleman and incumbent 
President Ruiz Cortines, the budget has become increasingly rigid. 
In large part more careful estimates and more adequate controls 
over expenditures have been instituted, and the earlier practice of 
almost unlimited transfers of appropriation items from one heading 
to another has been eliminated. As a consequence, in the face of 
tremendous capital outlays for transportation and educational facili- 
ties, for communications and for irrigation, the more recent budgets 
have been balanced, or nearly so. During 1954 and 1955 the deficit 


® Ley Organica del Presupuesto de Egresos de la Federacién, published in 
the Diario Oficial for December 31, 1935. 
* The Economic Development of Mexico, p. 103. 
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ran 600 million pesos annually; this was covered by the sale of bonds. 
Nonetheless, budgetary utopia is not yet in sight in Mexico. 

On paper Mexico's present budget system—based on constitution, 
law and administrative regulation—provides for balancing national 
expenditures against income. It puts final policy decision in the 
hands of the legislature and places responsibility for preparation 
of the budget and for its execution in the hands of the executive. 
The budget law provides for a unified budget, in that each year 
a single law detailing anticipated income (/ey de ingresos) and a 
single budget of expenditures (/ey de egresos) must be enacted con- 
jointly before money can be collected or spent. Article 74, section 4, 
of the constitution assigns exclusive control over the /ey de egresos 
to the Chamber of Deputies, but jurisdiction over taxation and other 
fiscal legislation is shared with the Senate, according to article 73, 
section 7. 

Neither administrative theory nor Mexican politics could permit 
that the legislature complete its budgetary function to the exclusion 
of the branch that executes it. On the contrary, the budget law 
itself assigns major, almost exclusive initiative in fiscal matters to 
the executive. The laws of ingresos and egresos are prepared by 
Hacienda for introduction into the Chamber of Deputies. In the 
congress itself the fiscal laws prepared in the treasury enjoy special 
status that hampers the freedom of action of the legislators. Much 
to the chagrin of opposition members the preponderant role of the 
president in the budget process extends far beyond his legal advan- 
tages into the realm of political mastery. This has meant that during 
the past two decades no major change in the president's budgetary 
recommendations has ever been made in the congress. This defeats 
the constitutional theory of legislative control over fiscal affairs, 
but it accords perfectly with the political facts of life in Mexico. 


The Ley de Ingresos 

The Ley de ingresos will be considered here only briefly, in its 
role as a part of the integrated budget system. It is not a tax law, 
but an annual estimate of anticipated income based on the forth- 
coming year’s general tax structure, which it authorizes. Tax laws 
and rates are enacted independently and individually, and need not 
be re-adopted so long as they are listed yearly in the /ey de ingresos. 
If changes in the incidence of tax rates should be desired or new 
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BUDGET MAKING IN MEXICO 7 


taxes required, legislation outside of the /ey de ingresos would be 
necessary. 

Although the constitution does not so state, the budget law takes 
for granted that the legislation controlling both income and spend- 
ing will be formulated and introduced by the executive. The /ey 
de ingresos, which is prepared by the Treasury’s Departamento de 
Ingresos, must be initiated in the Chamber of Deputies prior to the 
budget of expenditures. In the lower chamber the income legisla- 
tion is given immediate attention both in committee and on the 
floor so that it can be sent to the Senate promptly.* This is to assure 
that the spending budget is based on legally available fiscal resources. 
In practice neither law—ingresos or egresos—is changed during the 
legislative process, so for the present at least this is but a glittering 
formality. 

As applied, the /ey de ingresos has been less important in the 
budgetary system than might appear on paper. Since World War 
II few new major taxes for revenue purposes have been enacted, and 
equally few important changes have been made in existing taxes. 
Most of the increases in national government income have resulted 
from improved administration of taxes already in being and from 
greater yields reflecting a developing economy. Where they do 
occur, changes have been on a piecemeal basis so that no general 
reform of the tax system has been enacted through the medium of 
the ley de ingresos. 

Opposition deputies made a strong and probably justified attack 
on the president's initiative of the law for 1955; there are no Oppo- 
sition senators. They objected to the multiplicity of taxes it included 
and called for reform of the tax system by the legislature. Instead 
the lower chamber approved the president's bill without change, 
by a vote of 104 to 5. The dissenters were all members of the 
opposition Partido de Accién Nacional.’ As the majority members 
quite correctly pointed out, even if the Chamber of Deputies found 
the political fortitude to reverse the president, it lacked the technical 
staff for this task. Moreover, the budgetary timetable provides for 


® Constitutional article 72, section 8; Budget Law, article 22; Reglamento 
para el Gobierno Interior del Congreso General de los Estados Unidos Mexi- 
canos, Mexico, D. F., 1953, articles 62 and 80. 
9 Excelsior, Mexico, D. F., December 23, 1954. 
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but two weeks of legislative consideration of the laws of ingresos 
and egresos. The job on the tax system could not be done in this 
time. 


One major weakness in Mexican tax law has been that both 
specific tax legislation and the general tax structure, as represented 
by the Jey de ingresos, are prepared within the executive branch of 
the government, with inadequate public or legislative participation. 
This does not mean that no representatives of taxpayers have a voice 
in policy decisions. A national organization of taxpayers, the 
Camara Nacional de Causantes, advises the government on tax mat- 
ters, but it tends to represent the larger, organized interests to the 
exclusion of the smaller, individual taxpayer. If the congress were 
more willing to amend presidential initiatives in fiscal affairs the 
legislative process might provide a source of public access to the 
making of tax policy. As the political situation now stands, this 
door is closed. 


Formulation of the Ley de Egresos 


Article 1 of the budget law assigns responsibility for the prepara- 
tion and execution of the budget to the Secretariat of Hacienda, with 
the following duties: 

1. To determine the exact amount to be included annually in 
the budget of expenditures for each of the federal dependencies. . . 

2. To revise budget estimates presented by the Secretariats and 
Departments, increasing or decreasing their totals in terms of the 
administrative program of the President of the Republic. 

3. To prepare the initiative of the budget of expenditures of the 
federation according to this law and its administrative regulations. 

4. To enforce strict execution of the budget of expenditures and 
to establish regulations for its administration. 

5. To provide previous authorization for payments or disburse- 
ments of funds within the terms of the budget of expenditures, with 
exceptions as provided in the administrative regulations. 

6. To determine the legality of contracts and other acts imposing 
fiscal obligations on the state, and to authorize the same within the 
terms of the budget. 

7. To examine and to authorize credits against the federation. 
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BUDGET MAKING IN MEXICO 9 


8. To study administrative organization, coordination of func- 
tions, and classification of personnel, preparing breakdowns of public 
service costs in order to determine whether cost is relative to func- 
tion for purposes of economy and efficiency. 

9. To issue instructions for formation and execution of the budget 
of expenditures. 

To fulfill these responsibilities a Sub-secretary for the Budget in 
Hacienda coordinates the administration of the laws of income and 
expenditures. Under him a number of agencies whose combined 
duties equate roughly with those of the United States Bureau of 
the Budget are grouped in a Direccién General de Egresos, or Budget 
Agency. Included are offices for preparation of the Jey de egresos, 
for its administration, a legal office and a personnel office. The first 
will be discussed now and the rest later. 

The Technical Office of the Budget (Oficina Técnica del Presu- 
puesto) compiles the budget estimates and justifications supplied by 
the budget officers of all national dependencies, with the notable 
exception of certain autonomous agencies which are still outside the 
regular budget. According to articles 3, 4 and 7 of the budget law 
the Technical Office has final determination of estimates, even to 
the extent of assigning the legislative and judicial branches their 
shares of the budget allotments. 

A strict timetable for budget preparation is set by law, starting 
with presentation of preliminary budget estimates from each agency 
by July 31 of every years. As of September 1 the Technical Office 
issues an Instructivo on technical formation of the budget and within 
a month informs each dependency of its tentative budget allotment, 
with breakdown by internal subdivisions. By November 1 the agen- 
cies return their revised estimates, based on the Instructivo; these 
in turn are reviewed by the Technical Office and again brought 
into line with the president’s program. The office chiefs present 
their final estimates, adjusted to the changes made, or seek amend- 
ments in the rulings of the Technical Office, by December 1 at the 
latest. The final budget is then prepared for presidential approval. 
If any agency fails to present required information by the date fixed 
by law, the Technical Office supplies its own estimates.*° 


10 Budget law, articles 5-7, 10-12. 
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In order to assure cooperation and equitable consideration in 
budget making, a consultative Permanent Budget Committee is pro- 
vided by the administrative regulations of the budget law. With 
the Director General of Egresos as chairman, and acting through 
subcommittees, this committee supplies an opportunity for agency 
representatives to present their cases for re-establishment of funds 
cut from their estimates.’' Once so heard, however, article 25 of 
the budget law expressly prohibits any agency from taking its case 
to the legislature to bring about changes in the executive budget. 


As with the United States Bureau of the Budget the functions of 
the Direccién General de Egresos extend far beyond that of co- 
ordinating spending. They include efficiency and personnel studies 
and, far more important, translation of the president's policy deci- 
sions into budget figures. As a final review after the formal budget 
has been assembled the president meets with the chiefs of the cabinet 
secretariats and departments, including the heads of decentralized 
agencies which are not in the regular budget. At this meeting, 
which usually takes place during the first week in December, the 
budget is again considered in terms of policy before being presented 
to congress. 


Unlike the United States system, Mexico's fiscal management is 
concentrated in one department, Hacienda, obviating the problems 
of division of interest among agencies with loyalties to different 
sections of the government.** In point of fact, we will see, fiscal 
management may be overconcentrated in that the legislative auditing 
agency is also located in the Treasury. 


From a technical viewpoint the budget produced through these 
procedures is quite good. The Instructivo sets up a classification 
code for budget items not unlike that of many state budgets in 
the United States, so that it is possible to check expenditures of all 
kinds according to their code numbers. In legal theory the budget 
is specific and not general; in practice salary lines are itemized but 
performance items are not. Starting with the 1954 budget, however, 


11 Articles 223-226 of the Reglamento. 

12 This is not to say that all economic matters are centered in the Secre- 
taria de Hacienda, for the Secretariats of Economia and Bienes Nacionales 
and a large number of independent and semi-independent credit agencies 
have fiscal functions of one type or another. 
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some more careful definition of expenditures has been sought. No 
longer, for example, do items occur like these which appeared in 
the 1950 budget for the Defense Department: 


Item 7420232—Airplanes: 
Those acquired by order of the : 
President of the Republic......... i a 2,000,000 pesos 
Item 7421932—Clothing and Equipment: 
1. Requirements of the Department, cloth- 


ing and equipment program.................-...... 19,000,000 pesos 
2. Requirements of the Presidential 
RN seni cana celiac iattachh taste neassinciice 1,046,274.76 pesos 


The only legal exception to the rule of specific budget items is that 
provided by article 65 of the constitution, setting up presidential 
secret and unaccounted funds. 

For purposes of measurement and evaluation the law requires that 
the budget of expenditures be broken down into several concepts. 
The first is by legal entity, starting with branch of the government 
(Judicial, Legislative, Executive), then division (secretaria, departa- 
mento, public debt), and finally by subdivision (agencies). The 
second concept is based upon a seven-fold classification by nature of 
expenditure: 1. Fixed expenses (salaries, etc.); 2. Materials; 3. Con- 
struction; 4. Acquisitions; 5. Investments; 6. Debits and liabilities; 
7. Special expenses. Each of these is considered under a separate 
heading and then divided into line items.'* More recently a third 
and in some ways more meaningful performance budget system 
reflecting services and functions has been presented in the president's 
message transmitting the budget of expenditures to congress. Despite 
the extreme generality of the performance budget report it has been 
quite successfully received, for it adds new meaning to the adminis- 
tration program. 


Congress and the Budget 

Constitutionally the legislative branch must approve the budget 
each year but neither the political system nor the law leave it much 
real independence in the exercise of the function. According to 
article 21 of the budget law the budget of egresos, and by inference 





13 Budget law, articles 16-18. 
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that of sgresos, must be in the hands of the Chamber of Deputies 
by December 15, the latter to be acted upon immediately and sent 
to the Senate. The budget of expenditures is in the exclusive juris- 
diction of the Chamber of Deputies so it may be considered some- 
what more deliberately, as it should be when there is no review by 
the upper chamber. 


Actually the budgetary timetable leaves little time for deliberate 
action; the initiatives can seldom be presented by Hacienda much 
before the December 15 deadline. The legislative session ends on 
December 31, and the fiscal year begins on the next day, leaving 
a period of approximately two weeks in which to consider and 
adopt these all-important money bills. The usual log jam occurs 
at the end of the legislative session, compounded by an odd presi- 
dential habit of introducing major bills with a “must” label during 
this late period. Add an inevitable if short Christmas holiday 
and there can be little wonder that one opposition member once 
questioned whether it was mere coincidence that the budget of ex- 
penditures was introduced in the congress on the Day of the Holy 
Innocents.” 


One constantly reiterated demand of the congressional opposition 
is that the budget law be amended to require initiation of budgetary 
legislation in October, in order to assure sufficient time for careful 
consideration. Considering the machinery available to individual 
legislators for budget review such a change might aid the Chamber 
of Deputies to more nearly carry out its constitutional responsibilities. 


During the two-week period for consideration of the /ey de egresos 
in committee any suggestions for changes in existing sections of the 
budget or for creation of new items must include provision for new 
sources of funds if the suggestion results in a budgetary imbalance. 
As the budget is usually balanced precariously at best this permits 
very little legislative maneuvering, in some ways a blessing but in 
others a hindrance upon effective representation of public interest. 
Moreover, once the short term of committee hearings is completed 
and the report is being discussed on the floor of the Chamber the 
individual legislator is prohibited from offering new amendments."* 


14 Tiempo, Mexico, D. F., January 6, 1950, p. I. 
15 Budget law, articles 23 and 24 
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Nor can the lower house legislate by negative action as do some 
law making bodies. If congress should fail to assign compensation 
for a post established by law it automatically receives the pay pro- 
vided in the previous budget.’® 

The principal money committee of the Chamber of Deputies, and 
as far as the budgets are concerned the only one, is the Committee 
on Budgets and Accounts (Comisién de Presupuestos y Cuenta). 
It differs from the other standing committees in the lower house 
in that it is elected annually rather than for a three year term, and 
is composed of five rather than three members. Although article 
23 of the budget law seems to take for granted that the subject 
matter committees will consider budget questions within their com- 
petence, in practice they do not. Instead the initiatives of the laws 
of ingresos and egresos are sent to Budgets and Accounts, which 
must report them out within thirty days.*7 The committee’s report 
then is the basis for floor action. 

There are several weaknesses in the functioning of the Budgets 
and Accounts Committee. First and most obvious is the lack of time. 
Not only does late introduction of budget initiatives by Hacienda 
reduce the full thirty days hearing time set by the rules of congress 
to some two weeks, but during the same period the budgets of the 
Federal District and the national territories must be reviewed, 
together with the auditor’s report on budget execution for the past 
full fiscal year.** A second weakness lies in the size and make-up 
of the committee. Five members are too few to perform the com- 
mittee’s assigned functions effectively, even if all had long experience 
in fiscal matters. The committee suffers from a lack of continuity 
in budgetary experience because of the constitutional prohibition 
on immediate re-election of congressmen. There is also a high 
turnover on the committee itself, for the annual election seldom 
leaves it intact from year to year. Finally, the committee lacks a 
permanent technical staff. With such a staff to aid it in its work 
some continuity of action might result. Without it the budget law's 
requirement for an annual study of income and expenditure on a 
three-year basis (the present year, the previous year, and estimated 


16 Article 75 of the constitution. 
17 Reglamento of congress, article 81. 
18 Jbid., articles 80-82. 
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finances for the succeeding year) simply has not been observed.’® 
On the floor of the Chamber of Deputies the separate reports of 
the Budgets and Accounts Committee on the /ey de ingresos and the 
ley de egresos are discussed and adopted, usually, in a single daily 
session apiece. Approval of the budget of expenditures generally 
occurs during the busy week after Christmas, when the lower 
chamber averages some twenty legislative items daily, so little more 
time could be allotted to the budget without slighting other impor- 
tant bills. In any event, amendment on the floor is not possible, 
and little real discussion on substantive matters is heard at this 
stage. Only the vastly overwhelmed opposition members speak 
against the report, and they are usually careful to concentrate their 
attacks on the budget process and to disclaim any intention of 
speaking against the president or his budget. 


During floor discussions on the 1955 budget the opposition depu- 
ties of Accién Nacional took a new tack in objecting to the budget 
process. Deputy Chavez Gonzalez sought to compel the attendance 
of the Secretary of Hacienda at the hearings ‘‘to report on various 
matters and to answer interpellations . . .” and suggested that debate 
on the budget be interrupted until this could be done. He argued 
that the Budgets and Accounts Committee was not qualified on the 
basis of its short investigation of the budget to answer detailed ques- 
tions. The move was defeated on the grounds that no single deputy 
could cite a Minister, and because no specific questions were listed.” 
This was probably a correct interpretation of congressional rules 
109-110 and 126-130, upon which the action was based. 


In all fairness it should be noted that the Committee on Budgets 
and Accounts sometimes does acquire an adequate understanding 
of budget content, even if it fails to effect changes in the document. 
In discussions of the 1950 budget, for example, the committee’s 
chairman replied to objections of opposition members concerning 
the short duration of hearings between the time that Hacienda pre- 
sented the budgets and the time the Chamber was asked to approve 
the committee report. He stated that since their selection in Sep- 
tember the committeemen had visited Hacienda and other secretariats 


18 Budget law, article 16, section IV. 
20 Excelstor, December 30, 1954. 
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acquainting themselves with budgetary data, so that by December 
they already had a general perspective and almost exact knowledge 
of the budget figures. When Accién Nacional attacked the proce- 
dure, stating that the whole Chamber and not the five committee 
members were constitutionally responsible, the chairman pointed 
out that the opposition’s lack of information was “the result of the 
actions of the National Action Party members themselves, in that 
they had not participated in the work of the Budget Committee,” 
as permitted by the rules of congress.” 


The relatively ineffectual position of congress in the budget pro- 
cess is more understandable in the context of the political system 
of Mexico, in which the president dominates the Party of Revolu- 
tionary Institutions—the PRI—and therefore controls the legislative 
branch. The chief executive has an item veto by which he could 
influence fiscal legislation, but to my knowledge has never had to 
resort to this means of achieving his ends. This does not mean 
that committee hearings and floor discussions in the Chamber of 
Deputies serve no useful purpose. In the final analysis the power 
of the president rests upon the support of interests represented in 
congress and no national leader can long afford to ignore the pres- 
sures of public opinion, even when marshalled by the opposition. 
A few examples should demonstrate how budget policy can be 
affected without offense to the president. 


In considering the 1951 budget the Budget and Accounts Com- 
mittee made several changes before reporting the bill to the floor. 
One of these integrated new salary lines for newly created judicial 
officers at the proper places in the regular budget, “without changing 
the total budget sent by the executive.’ Another increased the 
sums allotted to the National Committee on School Construction, 
but the additional money was subtracted from non-itemized head- 
ings (partidas globales) in the Secretariat of Education's budget, so 
its totals were not changed.” 

The fate of partidas globales in the budget system offers a more 
meaningful example of congressional influence. For a number of 
years opposition deputies attacked the inclusion of these large non- 





21 [bid., December 29, 1949. 
22 [bid., December 29, 1950. 
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specified items in the budget, with no more satisfaction than the 
suggestion that information on the specific use to which these moneys 
was put could be obtained from the individual agencies involved.** 
Finally, however, mounting pressure by opposition and public alike, 
together with a general movement toward more strict executive 
controls over the budget led to the abolishment of the partidas 
globales in the 1954 budget. As a consequence, the budget was 
approved unanimously that year by 101 votes.”* 


Though it is less easily demonstrated, the actions of an individual 
legislator may sometimes influence budgetary policy. During dis- 
cussions of the 1954 /ey de egresos, for example, a rural deputy 
from the majority party attacked the relative paucity of funds 
assigned to rural education as compared to those for the same 
purpose in the Federal District. He was roundly applauded by other 
rural representatives, but no change was made in that year’s budget.*° 
Nonetheless, in 1955 substantial increases in allotments for rural 
schools were included in the budget proposals. 


Execution of the Budget 


Consistent with good administrative practice budget execution in 
Mexico is controlled by the president, aided by the Direccién Gen- 
eral de Egresos, but a final review of fiscal acts is in the hands 
of an agency responsible to the appropriate legislative body—the 
Chamber of Deputies. 


In addition to the control functions it exercises in preparing the 
budget the Direccién General de Egresos has authority over spend- 
ing through the activities of several of its offices. Technical vali- 
dation of vouchers and claims must be obtained from the Office for 
Control and Vigilance of the Budget by every office chief prior to 
every payment. This administrative pre-audit assures that the pay- 
ment order is in accord with the proper budget item. An accounting 
review, in turn, is made by the Accounting Office of the Direccién. 
The Office of Contracts, Compatability and Payments is responsible 
for the handling of budgetary legal problems, while classification 
and personnel matters are handled by the Office of Registration of 





23 Ibid., December 28, 1948. 
24 EF] Universal, Mexico, D. F., December 24, 1953. 
25 Idem. 
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Federal Personnel. A further control results from a common ac- 
counting system, administered by large accounting offices in each 
federal dependency. Finally, with the exception of what are termed 
“minor items,” purchasing is centralized in the Secretariat of 
Bienes Nacionales y Inspeccién Administrativa. 

In spite of the concentration of fiscal powers in the Direccién 
General de Egresos, it should be pointed out, this office does not 
have the same influence in Mexico that the Bureau of the Budget 
has in the United States. Administrative controls are less meaning- 
ful in a country where the relationship between president and 
cabinet officers is on a personalistic basis. Department heads hold 
office because the president trusts them; so long as this is true they 
can usually by-pass fiscal regulations to accomplish a goal to which 
both the secretary and the president aspire. This is reflected in 
Mexico in the relative ineffectiveness of what are technically excel- 
lent fiscal controls. Budget estimates, accounting, purchasing, per- 
sonnel practices—none are as good in practice as the machinery 
available should or could produce, if the political system permitted it. 

Although it is a dependency of Hacienda (but not in the Direccién 
General de Egresos) the Federal Accounting Agency (Contaduria 
de la Federacién) has as one of its duties the preparation of the 
annual legislative post-audit presented to the Committee on Budgets 
and Accounts of the Chamber of Deputies. As such it is an auxiliary 
agency of the legislative branch, and an Inspectorate of the agency 
is elected annually by congress.** This group of legislators, aided 
by a corps of accountants, checks the activities of the Contaduria 
as it prepares the audit, for congressional review is not limited to 
the legality of fiscal acts but includes approval of the correctness 
and justification of expenditures. 

Only in very recent years has the auditor's report to the Committee 
on Budgets and Accounts been carefully prepared, and it still runs 
behind almost a year. This cannot be avovided if, as the law requires, 
it deals with the fiscal year which ends only as congress adjourns. 
In discussing the 1950 budget of expenditures, for example, members 
protested that the audit had not been presented to the Chamber 
before the budget was reported out of committee. The following 





26 Reglamento of congress, article 69. 
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year a more detailed and better timed report was presented, but it 
covered 1948 and not 1949. It takes most of the year to review the 
audit, despite the fact that the Budgets and Accounts Committee 
simply reviews and spot checks.” 

In spite of fiscal controls sad experience has demonstrated the 
need for a close rein on the spending habits of executive agencies. 
It is not surprising, therefore that the very first five articles of the 
Reglamento of the budget law set up limitations on expenditures. 
Budget estimates on salaries and fixed costs must be divided into 12 
parts, which are doled out monthly by Hacienda. Other types of 
costs are distributed by quarters throughout the year wherever pos- 
sible, and can be shifted only with permission from the Direccién 
General de Egresos. Similarly, all non-itemized budget appropria- 
tions may be spent only in accordance with subsidiary internal 
budgets prepared by the secretariat concerned and approved by the 
Treasury offices. 

Given the rate of government spending and the ineffectiveness 
of many of these controls, it is not uncommon for shortages to 
occur in several secretariats each year. Deficiency appropriations are 
possible under the budget law, but the problem is usually handled 
in another way.** The president is given authority to increase the 
totals of certain budget items. 

This system of automatic increases is, of course, a derogation of 
the concept of a rigid budget and only the close political ties 
between president and legislators make it work. In order to avoid 
legal problems the budget cites the sections which may be changed 
automatically, and the law enumerates specified reasons for such 
changes. These include problems of exchange and monetary move- 
ments, certain other fiscal matters, cost of living and other per- 
sonnel expenses, but not salary increases.** Acting through Ha- 
cienda the president may add these items to the budget in force 
by decree, if he will include them in the following year’s budget.*° 
Thus the 1955 budget included sums of 270 million pesos for civil 
employees and 85 million pesos for the military paid out in 1954 


27 Excelsior, December 29, 1949; December 28, 1950. 
28 Articles 30, 31. 

29 Articles 34 and 39. 

30 Article 29. 
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but charged to the next year’s budget.‘ The Chamber of Deputies 
can do little to change such a fait accompli, having itself set the 
stage for its occurrence. 


Conclusion 


Mexico’s budget system is a product of its political system. Its 
strengths and weaknesses, as they exist, are the strengths and weak- 
nesses of government dominated by personalistic power in the 
president. To speak of improving the effectiveness of budgeting 
without seeking change in the political relationships which pervade 
the process is illusory at best. All necessary machinery for fiscal 
control exists; what is lacking is ability to use that machinery as the 
law states. If and when the congress assumes its constitutional 
prerogatives, if and when the chief executive requires strict and 
formal obedience of budgetary regulations from his cabinet minis- 
ters, then will Mexico’s formal budget system become truly operative. 


In one sense forward strides have already been taken. Congress 
is unlikely to assume a stronger role in the budget process in the 
near future but congress does not exercise real power in Mexico. 
The interest demonstrated by the real political force—the president— 
is most encouraging, for he is in a position to act, and has assumed 
a more responsible attitude toward budget administration on his 
own initiative. Assuredly each president has done this for his own 
purposes, to complete his administrative program and to dominate 
his subordinates, but the benefit rebounds to Mexico. 


A number of goals still lack accomplishment, and most of them 
await a shift in the political climate. Some of the more pressing, 
however, could be advanced by the executive without disturbing the 
equilibrium of power that favors the president at the present time. 
A simple and yet potentially most valuable act would be to pro- 
vide more adequate means of public access to the making of fiscal 
policy. From a political viewpoint it would assure broader support 
of the president’s program; from the economic viewpoint it might 
tend to reduce some of the inefficiencies perpetrated by particular 
interests. Closely allied with the problem of public participation 
is that of effective coordination of fiscal activities. A careful review 


31 Excelsior, December 14, 1954. 
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of the general tax structure ought to be balanced by an all 
inclusive budget. The independent agencies and corporations should 
be brought into the budget of expenditures so that all of the 
resources and responsibilities of the nation can be measured at 
once. Finally, the performance budget now presented as part of 
the president's budget message should be made much more specific 
and detailed, and fortified with the information provided by a 
realistic cost accounting system. 

Presidential interest in budget administration is, however, a mixed 
blessing. Beyond its function as a means of applying a construc- 
tive administrative program, budget planning is a method of achiev- 
ing continuity of program. So long as budget reform is applied by 
the power of the president and not by law, continuity of program 
is impossible in Mexico. The personalistic relationship between 
president and follower makes carry-over of his program impossible. 
No Mexican leader is willing to complete the work begun by 
and bearing the name of his predecessor. 

The shifts in “Revolutionary” policy under each president since 
1920 underline this problem. Mexico’s problems have been at- 
tacked in six-year spurts, with the emphasis changing with the 
inauguration of every new president. The break in continuity 
between the administrations of Presidents Aleman and Ruiz Cor- 
tines was the more drastic because of increasing government activi- 
ties, as reflected in national government spending during the last 
decade. Increased efficiency of budgetary administration will not 
solve this problem; as efficiency rests on presidential power it may 
even complicate the problem. 
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Approaches to Economic 


Development 


By Virgil Salera 


Norman Buchanan and Howard Ellis have given us a book’ which, 
with relatively few exceptions, lives up to the high expectations 
with which it had been awaited. It will probably be for many 
years the most widely used historical-analytical treatment of the 
subject, a work with the broadest application to the problems of 
underdeveloped economies generally. Telescoped between its covers 
are the relevant principles and a mass of descriptive information 
that has been distilled on the whole in mature fashion from in- 
numerable sources. It is worth noting that the accomplishment is 
characterized by a marked economy of language. There is little 
with which to disagree, except mainly in the descriptive illustrations, 
but much to share with those who have not yet read the volume. 


I. 


The organization of the work is in three parts. The first poses 
an analytical view of the problem—defines terms, discusses the 
determinants of real income in underdeveloped areas, passes on to 
the capital supply and its allocation, and then deals in summary, 
but useful, fashion with the social, cultural and demographic factors. 
The second part covers economic development as recorded history. 
Most of this relates to the relevant economic history of England, 
Western Europe and Europe overseas, Japan, and the U.S.S.R. 
Many useful insights into present-day problems may be gleaned 


* Formerly member of the Senior Staff, President's Council of Economic 
Advisers. 





1 Approaches to Economic Development, New York, The Twentieth Cen- 
tury Fund, 1955. 
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from this brief historical treatment, though it is by no means a 
strong feature of the work. The third and main part, covering 
roughly half of the volume, deals with the broad problem of achiev- 
ing development in the contemporary world. It is here that we find 
much that is significant and usable with respect to development 
in agriculture, commerce, and industry; much with respect to domes- 
tic private and governmental financing that underdeveloped areas 
can ignore only to their subsequent sorrow; a good deal about the 
role of and conditions for the financing of development from foreign 
private capital; and suggestive ideas concerning public loans and 
grants in relation to development financing. The role of and stake 
in international trade is also well treated, as is an over-all view of 
economic development. A concluding chapter on the interests and 
responsibilities of the United States should be of interest to readers 
here and abroad. 


I. 


In this review article I propose to summarize by highlighting 
the main contents of the work, then to indicate some of its minor 
shortcomings, and finally to comment on a few important matters 
that leave much to be desired. The last-mentioned reflects not so 
much on the authors as on the quality of the literature at this 
rather early stage in the systematic and careful study of the general 
underdevelopment problem. 


An underdeveloped country is defined as one characterized by 
“poor economic performance as evidence by the comparatively low 
average of consumption and material well-being of the people, plus 
the potentiality of improvement through the application of known 
means.” This is about as serviceable a definition as I know. It 
brings out the key elements in clear-cut fashion. The sustained 
economic development of such countries, according to the authors, 
“will probably not be wholly different” from the recorded develop- 
ment of present-day advanced countries, even though the developing 
countries need not “repeat altogether” the recent history of major 
countries. The qualifying terms “wholly” and “altogether” have 
built-in escape mechanisms that writers are fond of using when they 
can’t be reasonably certain, but the preceding sentence clearly indi- 
cates that the authors regard the history of recently developed coun- 
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tries as distinctly applicable in many of its parts to the currently 
underdeveloped countries. I shall say no more than this in the pres- 
ent review; though the interested reader doubtless will want to check 
the particulars that are spelled out in part 2. 


The broad determinants of development are three in number: 
available productive resources, the effectiveness with which these are 
used, and the cultural, social and political framework within which 
economic activity is carried on. Boiled down to its simplest terms, 
the authors seem to argue—with a wealth of supporting factual and 
analytical evidence—that the potentialities for growth in per capita 
real income are relatively least with respect to the first, greater with 
regard to the second, and probably relatively greatest with respect 
to the third. Such conclusions but reflect relatively poor land use, 
low capital resources, the imperfect substitutability of resources, 
low labor productivity, the comparative dearth of innovating enter- 
prisers, and the relatively undynamic social and economic mores. The 
authors quite properly deflate the role of capital-intensive produc- 
tion in the early stages of development, a welcome shift from the 
emphasis of early Point IV days. 


If any one thing stands out sharply, it is the book’s emphasis on 
low productivity in agriculture. Most of the people in underde- 
veloped countries are in agriculture—from half to three-quarters 
of the population as a rule. In contrast, less than a third of the 
Europeans and North Americans are in agriculture. But the authors 
quickly reject the suggestion that the close relation between the 
percentage of the people in agriculture and low incomes is evidence 
of cause and effect. High income regions such as Nevada in the 
United States, and nations such as Australia and Denmark, are also 
preponderantly agricultural. (Almost deserted Nevada, which makes 
so large a play relatively in connection with free-spending gamblers 
and the night-clubbing sect in just two towns, hardly deserves the 
emphasis the authors accord it at this point.) 

The law productivity in agriculture is accounted for by several 
factors. Critically important is the motivation of the agricultural 
laborer—which is traceable partly to unfavorable economic and 
political settings (such as poor tax systems, corrupt governments, 
caste systems, poor systems of land tenure, and the low value placed 
on material advance). But weak motivation is also partly a matter 
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of ignorance and illiteracy. The rapid improvement of each of these 
unfavorable factors is a “must,” as is the shift toward a relatively 
gteater role for commercial agriculture and the correlative shift 
of considerable numbers out of agriculture. 


In discussing industrialization, the authors do not just fiddle with 
theoretical niceties while the clock ticks on. They realize that there 
is sometimes a childish admiration for factories in agrarian societies. 
They also appreciate that many of the people are anxious to throw 
off their role as hewers of wood and drawers of water. But local 
views respecting “economic independence,” even if costly in real 
terms, and the impact of depressions originating in the industrial 
countries, cannot be lightly dismissed. Much of the same aims domi- 
nated economic policy during the early phases of our own history. 
The problems of economic development simply are not wholly eco- 
nomic in the sense in which most writers use the term. 


Industrialization is interpreted broadly. In early stages it includes 
the introduction of minimum transport facilities, electric power for 
rural industries, the use of hydrocarbons as fuel instead of animal 
droppings, agricultural processing plants to prevent spoilage and 


encourage more diversified farming. Small rural industries in areas 
with surplus population should also be introduced at an early stage. 


Just as the authors stressed the need to give first emphasis to direct 
measures for improving agricultural techniques, they also argue that 
early investment in industry should stress processes closely associated 
with agriculture. Such priority is called for because of the sheer 
magnitude of agriculture in gross national product, the scarcity of 
capital and management and the consequent need to work prin- 
cipally with factors that are close to the abundant resource—land, 
the need to develop industry near to the labor supply in order 
especially to defer the heavy costs of urbanization, and the desir- 
ability of expanding the domestic market by increasing the purchas- 
ing power of the largest segment of the population. I found such 
emphasis in refreshing contrast to much of the discussion in the 
literature on this particular phase of the subject. Incidentally, the 
discussion goes on to questions of sequence, problems of capital 
intensity, size and tempo, and the role of the state. Their treatment 
of these is good, but it is fairly conventional on the whole. 
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The domestic and foreign financial aspects of the subject are 
especially well done, as might be expected in view of one of the 
authors’ international standing in that general area. The excellence 
is noticeable not so much in the leading conclusion on this score 
as in the richness of the detail. In a review, however, it is only 
possible to touch the high spots. Thus, the authors point out that, 
allowing for risks, American private investors judge that realizable 
yields are lower in underdeveloped countries than at home. Even 
if the reverse of this were true, chief reliance still would have to 
be placed on domestic capital. The development of appropriate 
habits of consumption and saving, and favorable local institutional 
arrangements that impinge upon finance and encourage accumulation 
are the things needed most. Unless these develop within the society 
there will be only weak tendencies toward genuine economic de- 
velopment. Of course, there are great obstacles to overcome—the 
masses of low-income producers save little or nothing, there is a 
vicious circle of low income, low saving, and the holding of income 
at low levels, illiteracy and poor health, the obstacles to land improve- 
ment that often inhere in systems of land tenure, the excesses of 
conspicuous consumption among potentially high-saving groups and 
the related desire to emulate foreign and especially American con- 
sumption standards, and stubborn inflation in many countries. But 
the outlook is not necessarily dark: in particular, what is required 
is that only a part of the rise in per capita output be devoted to 
capital formation. Once this is recognized it is not difficult to see 


that the cumulative effect of increased saving may be respectable 
indeed. 


By what means is the ice to be broken? Instruction, measures for 
improving public health, the introduction of simple but superior 
productive techniques, increased security of persons and property, 
and the prevention of inflation are perhaps the principal ones. Many 
of such measures have already been used in a number of develop- 
ing economies, as is generally known. Especially good in this con- 
nection is the authors’ straightforward explanation of the costs of 
inflation—all on a single page (311). However, I found inexplicable 
the fact that they miss an opportunity to debunk the Kindleberger 
argument (briefly referred to) concerning the alleged inevitability 
of serious inflation in developing economies. The authors’ comments 
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thereon in a footnote seems to qualify the argument in only a mild 
manner. 

The book also contains an interesting chapter on under-developed 
countries in international trade. Its flavor may perhaps be indicated 
by the following: the United Kingdom, Denmark, Holland and 
Switzerland are as much “‘export economies” as many underdevel- 
oped countries. The latter group typically face more unstable balance 
of payments situations than characterizes other countries, largely 
because of the preponderance of primary production and the result- 
ing vulnerability to marked fluctuations of demand and supply,’ 
complications stemming from a borrower status, and the relative 
frequency and size of budgetary deficits. Balance of payments diffi- 
culties are best faced by employing suitable monetary and fiscal 
policies, though it is recognized that this is more easily said than 
done. Concretely, import and investment controls are not necessary 


*It may be appropriate to comment briefly on a recent and apparently 
widely read paper that deals with the terms of trade problem in extraordi- 
narily inept fashion. Reference is made to Stacy May, “Folklore and Fact 
About Underdeveloped Areas,” Foreign Affairs, January 1955. His main 
point, based on historical fact, is that the value of world primary product 
exports is no more volatile than the value of world exports of manufactures. 
He also cites United States data which show (for pairs of successive years) 
that foreign primary product exporters to our market earned a greater sum 
in the given year than in the preceding year in a majority of the years during 
the present century. These facts are supposed to “‘prove’’ that serious scholar- 
ship on the terms of trade widely misses the mark, etc., etc. They do nothing 
of the sort, as any economist worth his salt can readily demonstrate. Popu- 
lation growth alone can account for May’s ‘‘facts,’’ without weakening in the 
slightest the force of the usual arguments about the terms of trade. Signifi- 
cantly, he does not even use the language of the terms of trade. It is not 
the relationship between value aggregates, considered independently of physi- 
cal quantities, that are of interest to primary producing countries, any more 
than it is the same relationship that concerns American farmers with 
respect to the parity issue. It may also be mentioned that no one has tried 
to exorcise the latter problem by pulling statistical rabbits out of a May- 
type hat. 

I was in attendance at the Caracas Conference during the sessions in which 
the United States had to face Latin American complaints concerning the 
terms of trade. Assistant Secretaries Anderson and Waugh properly stressed 
qualitative considerations—incidentally, as do Messrs. Buchanan and Ellis. 
The spokesmen might also have dealt with the relevant matter of changing 
relative input relations for the two categories of goods, and so might 
Buchanan and Ellis. Our representatives at Caracas would have looked silly 
indeed if they had followed advice of the sort here being criticized. 
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to achieve appropriate balance of payments ends. As between 
monetary and fiscal measures, the monetary should have priority. 
This is mainly because high taxes drive capital abroad. With respect 
to the popular objective of diversification as a defense against fluc- 
tuations in international markets, the authors wisely remind the 
reader that such a policy may unduly sacrifice productivity to secur- 
ity. Finally, it may be mentioned that the authors do not take kindly 
to exchange control, including such husky offshoots as multiple rate 
systems, as a weapon in the development armory. 

Students of the problem will want particularly to read the penul- 
timate chapter, entitled “A General View of Economic Develop- 
ment,” the central thesis of which is that the basic problems of 
economic development are noneconomic. (There is still much room 
for improvement in the more narrowly economic area, of course.*) 
The chief barriers to dynamic economic development are in the cul- 
tural environment—which is generally inhospitable to change, lacks 
entrepreneurs, fails to generate innovations from within or borrow 
them from abroad, and does not specialize sufficiently for high 
productivity. Expanded trade, domestic and foreign, is the best 
way to overcome these difficulties. In overcoming them, however, 
it is essential that domestic savings be encouraged, lest the potential 
force of innovation and specialization be dissipated in consumption 
and inflation. Foreign capital will help, of course. Reform, how- 
ever, is needed not in the chief potential lending countries but 
within the borrowing nations themselves. What the former need 
to do particularly is to help reduce fluctuations in international mar- 
kets for the great primary products. 

The book ends appropriately on an important note: the interests 
and responsibilities of the United States. The position taken is 
eminently sensible, even though some of the comments involve the 
commonplace the importance of which is such that there must of 
necessity be considerable repetition of key points. We have a po- 
litical interest in seeing that the free underdevelopd countries move 
toward satisfactory levels of material wellbeing, for such countries 
do not willingly sacrifice independence to the foreign monster of 
communism. ‘This does not, of course, mean that we can succeed 


* A number of the empirical studies of the Economic Commission for 
Latin America might be cited. 
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in purchasing friendship or political allies, for we cannot. We also 
have strong economic interests in development. Some are indirect; 
for example, the major military members of the free world outside 
the United States are strengthened by expanding export markets 
and expanding sources of supply for foodstuffs and industrial raw 
materials. This complementarity is another matter that deserves the 
emphasis of repetition. Directly, we are regularly supplied by de- 
veloping countries with important foodstuffs and raw materials; and 
we benefit exportwise from direct participation in development 
effort. Finally, we have fairly clear-cut humanitarian interests in 
the development of underdeveloped areas. 

But the United States has numerous international interests, so 
that economic development cannot absorb all or even a major part 
of our international effort. At least this conclusion would seem to 
hold for the foreseeable future. Nevertheless, much can legitimately 
be expected of the United States if a relativly simple rule is fol- 
lowd. This is that all hands work for an expanding system of 
free international trade. Such a rule “‘affords the one really great 
means of reconciling the numerous and potent interests of the 
United States which compete in the sphere of international eco- 
nomic affairs,” and it is the “‘only reliable guide for United States 
policy toward the developing countries.” Though economic prog- 
ress is basically a native product, the foreign trader breaks the 
crust of the traditional pattern of resource use and thus weakens 
elements in the cultural environment which inhibit progress. And, 
of course, foreign traders furnish some capital as well. Finally, a 
flourishing international trade encourages the financing of develop- 
ment by foreign private capital. As far as the United States gov- 
ernment is concerned, its loans, grants and technical aid can work 
only as catalysts and thus make only “marginal contributions of a 
strategic character.” The core of responsibility rests with the local 
citizenry. 


iil. 


A work that covers so much territory, and which contains nu- 
merous detailed comments for purposes of illustration (in the main), 
is bound to have some minor—or at least not critically important— 
blemishes. I do not profess to have found all or even a majority of 
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them, since I can only claim reasonable familiarity with the Latin 
American sector (and not with all of it at that). The comments that 
follow may assist the authors in a revision, which it is hoped the 
usefulness and popularity of the work will make necessary at an 
early date. 


First, a point on form. There are many cases in which footnote 
material is as important as or more significant than accompanying 
text. The work would benefit from an integration of many such foot- 
notes into the text itself (see, for example, pp. 15, 23, 36 and 40). 

Sometimes data are shown with a degree of precision that is 
clearly spurious. A good case in point concerns the ratio of arable 
land to the agricultural labor force. In many underdeveloped coun- 
tries neither magnitude is known except as a very rough estimate 
or a crude census figure. Yet the reader finds the ratio spelled 
out to two or more decimal points. Turkey, for example, is said 
to have no less than 3.087 hectares per agricultural worker, Mexico 
5.26, and Venezuela 31.94 (p. 36). The Venezuelan figure may well 
be off the mark by a wide margin; in one moderately important 
state, for instance, the present writer and others found that the 
official data recently showed a larger area in crops than the total 
land area, though much of the state is quite mountainous (two- 
crop patterns only begin to explain the difference). And what is 
arable? One is tempted to ask questions about the Llanos in this 
connection, but we say something about this below. International 
comparisons of railway transport mileage are extremely misleading 
without at least a correction for terrain and population density, to 
say nothing of the location of main centers with respect to harbors 
and rivers. As a result, the comparative position of Paraguay, Peru 
and Venezuela (p. 39) shows up as exaggeratedly bad alongside flat, 
populous and maritime Belgium, Germany and the United Kingdom. 

The argument that total output in underdeveloped countries is 
difficult to increase in the short run is much too sweeping, partly 
by being made in connection with the concept of the investment 
multiplier (p. 53). The statement apparently fits the case of 
(1) densely populated underdeveloped areas and (2) underpopu- 
lated places in which noneconomic factors withhold potentially 
usable land. But these two cases are by no means coterminous 
with underdeveloped areas generally. If this had been recognized 
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and the argument at this point integrated with that which is de- 
veloped later under the heading of technical assistance, it could 
easily be shown that total output in many underdeveloped countries 
is significantly expansible in the short run. And there is much 
empirical evidence to point to as well. Thus, the argument has an 
unnecessarily pessimistic inflationary bias at this point. 

Is the investment of savings in productive capital goods “a dis- 
tinctively modern phenomenon” (p. 58) ? The Incas, to cite but one 
illustration, have left plenty of visible testimony that the generaliza- 
tion does not fit their case. One has only to see the remains of once 
effective irrigation systems in difficult terrain in the central Peruvian 
Andes, in sections not now adequately meeting irrigation needs, to 
appreciate that pre-modern peoples knew how to invest wisely 
(admittedly not under programs based on popular mandate). 

Regarding the use of capital, the book sometimes makes too 
sweeping references to underdeveloped areas generally when, in 
fact, Afro-Asian circumstances are the main ones to which reference 
is made or which fit the statement. I have regard to remarks of 
the type found on page 67, where the point is made that most of 
the slender capital is embodied in ‘‘ceremonial, esthetic and sym- 
bolic form.” 


Too much can be made, when attention is drawn to European 
parallels, of differences between organizational features then and 
today. Thus, it is said that, “‘to a remarkable degree,” 18th century 
British and European agriculture displayed many of the bad features 
of present-day underdeveloped agriculture: traditionalized methods, 
fragmented holdings, and static systems of land use. Yet these were 
overcome and productivity rose (p. 149). But was population 
density then at all comparable to that in many or most underde- 
veloped areas today, especially when allowance is made for land 
quality? And have fragmented holdings ceased to be a problem 
in Western Europe? It was only a few years ago that Geoffrey 
Shepherd, for example, on returning from an advisory mission to 
Western Germany, stressed fragmentation as one of the greatest 
barriers to the lifting of per capita farm output in that country. 


Ceteris paribus may sometimes be too convenient for the com- 
fort of many readers. Consider the following generalization: “There 
is a strong presumption that the later in time a country develops 
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the more rapid should be its progress” (p. 213). The international 
borrowing of techniques is the main basis for the statement. The 
authors are (or were*) residents of California. Would they say the 
generalization fitted Nevada, in comparison with their own state? 
I am afraid that they made too much of the rather special case of 
the Soviet Union in writing the above. 


The map showing land distribution by agricultural productivity 
(p. 238), taken from a book by the Woytinskys, strangely shows 
Japan as an area with the lowest productivity. But much of China, 
India, Western Australia around Perth (!), all of Java and Ceylon, 
all of Western Europe save the southern sectors, the Province of 
Buenos Aires and part of Uruguay, etc., are shown as areas of 
highest productivity. There was a slip-up by the draftsman in the 
case of Japan, for the next page cites some figures that place the 
country at the top of the list of those cited. Incidentally, the yield 
figures per hectare (p. 239) are misleading, since they tend to 
favor countries practicing highly intensive methods. United States 
agriculture shows up poorly by comparison! Obviously, the real 
test is in per capita terms and not in yield per unit of area. 

Some of the views regarding Latin American agriculture are 
badly in need of straightening out. Thus, we are told that in 
Venezuela “large ranches, protected by the existing land tenure, 
occupy rich bottom lands which would produce more as truck 
crops” (p. 250). The only supporting evidence is a footnote to 
a UN publication. Now large-scale truck gardens in the country 
make sense only near a few cities, such as Caracas and Maracaibo. 
Are there extensive “rich bottom lands” near them? (Truck crops 
are by no means neglected near such cities, let me add—the UN 
writers not withstanding.) I strongly suspect that this is another 
example of illusions concerning the “vaunted” Llanos. And, as 
responsible officials of the Venezuelan government know, if anything 


* Dr. Buchanan has since become a top official of the Rockefeller Founda- 
tion. 

° The Santa Barbara section of Zulia is a well developed and expanding 
livestock area, the best “‘near’’ Maracaibo. Incidentally, Professor Frank 
Morrison of Cornell once told me that it contains some of the finest natural 
pa in the world. This section’s development is being retarded partly 
ecause it is the only part of the country free of hoof-and-mouth disease, 
so that scrawny cattle from over the mountains cannot be brought in. 
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should be done there in the way of reform, the focus should be 
on livestock, and not at all on truck crops.° Seriously in need of 
qualifications are statements concerning peonage on the same page. 
Similarly less sweeping language is in order on the Latin American 
milk supply (p. 251). It simply is not true that milk is in short 
supply “throughout Latin America” because grazing lands are de- 
voted to meat production. Only a superficial knowledge indicates 
that the facts in the cases of Argentina, (most of) Brazil, Uruguay, 
Peru and Venezuela are inconsistent with the generalization. In the 
large Lima area, to illustrate further, milk is indeed short and 
expensive—by United States standards—even though practically 
all the cattle in the area are dairy animals, production being on a 
dry-lot basis more or less as it is in the Los Angeles area. 


Some anachronisms might also be mentioned. For example, we 
find reference to the “proposed” charter for an International Trade 
Organization (p. 291), long after the idea was given an indecent 
burial. And the unsavory political atmosphere in Guatemala, 
cleaned up many months before the appearance of this book, is 
labeled as a “current’’ one (p. 344), though events that occurred 
months after that clean-up are alluded to (see the reference, p. 354, 
to action in Uruguay in September 1954). 

A point made with respect to capital formation deserves par- 
ticular attention. Thus, it is said that many Latin American coun- 
tries now have “quite satisfactory rates of capital formation, and 
that rates exceed 12 per cent (p. 299). Have the authors examined 
the relevant definition? Are they sure it does not include in some 
cases what are really extraneous elements? The price-level prob- 
lem is another to which we may refer. For example, what 
are the grounds for arguing that inflation is “endemic in Latin 
America” (p. 302)? Such statements are less extreme, to be sure, 
than assertions that the United States is a land of hoodlums just 


6 There are sections of the Llanos, along the northern border in the roll- 
ing country, from Portuguesa in the west to Monagas in the east that are 
fertile and have good drainage. But they do not aggregate anything like a 
sizable part of the Llanos. Rather than poor land use, in the sense of “‘insufh- 
ciency” of truck crops, the authors might have referred to the importance of 
increasing accessibility to good land areas. The new PanAmerican highway, 
for example, which connects Caracas with San Antonio on the Colombian 
border, has made much new land accessible to some important markets. 
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because a few cities have had problems with the underworld, but 
they are no more justified on that account. (See also p. 309, where 
it is asserted that inflation exists in Latin America except for rare 
cases. How come, then, that most of the dollar area countries 
are in Latin America, when inflated countries typically engage in all 
manner of inconvertibility practices?) 


A quick run-down should dispose of the remaining factual cor- 
rections that seem called for. Cuba has not long had a central bank 
(313); the Venezuelan Development Corporation is not known as 
the Department of Economic Development (335); Venezuela, to 
be sure, enjoys “‘fabulous’’ oil royalties and oil income, but it is 
inadmissible to compare the country unfavorably with the United 
States because its government's per capita expenditures are only 
34 per cent as high’ (334); clearly, the authors should have made 


7 While on the general subject of Venezuelan oil, I am moved to make 
some comments on Edwin Lieuwen’s Petrolewm in Venezuela, A History, 
Berkeley, University of California Press, 1954. While Buchanan and Ellis 
only imply that oil revenues have been used ineffectively, Lieuwen bluntly 
states that the populace continues to live in misery, that the economy remains 
about as backward as ever, and that only a handful of military men and 
politicians have benefited from oil. 

I submit that such cavalier and irresponsible talk is a disservice to Ameri- 
can scholarship and a discredit to the University of California, my alma 
mater. There is not a shred of supporting documentary evidence for such 
“history.”” One would suppose that the University’s supervising faculty would 
have insisted that the author show statistically, as a minimum, how repre- 
sentative indicators of economic wellbeing moved as between the pre-oil 
period, the situation about the end of the Gomez era, and a year around 1950 
before a manuscript would have been approved in which the author ‘sounded 
off” a la soap-box orator in the indicated manner. 

There is so much evidence at hand to show the quite remarkable economic 
progress that has been made and continues to be made that one wonders 
whether Mr. Lieuwen was not moved by antipathy for the political regimes 
to make the unsupportable statements rcferred to above. First and foremost, 
private capital outside the oil industry has taken advantage of oil's contribu- 
tion to the balance of payments to effect very great expansion on a per capita 
basis in nearly every sector of the private economy. The government for 
its part has been spending to the tune of hundreds of millions of dollars 
annually on such things as the Development Corporation's rice drying plants, 
sugar mills, electric generating and distributing facilities, and milk plants, 
the Banco Agricola’s corn storage facilities, the purchase of the British- 
owned telephone system, an expensive national highway system, the subsi- 
dization of milk output in the Santa Barbara section of the state of Zulia, the 
wiping out of malaria, modern water plants, bus terminals, railway develop- 
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allowance for differences in per capita incomes at this point; 
if they had done so, they would have shown that Venezuela spends 
just about as much as the United States; even with such an adjust- 
ment, however, the result would remain misleading without a 
further adjustment for well-known qualitative or compositional 
considerations. We are told on one page (338) that a central bank 
has been proposed for Brazil, but the next says that one exists 
(the facts are that central bank functions are divided between the 
Ministry of Finance, the Banco do Brasil, and the Superintendency 
of Money and Credit—and worse, the agencies sometimes work 
at cross purposes); it is incorrect to assimilate manufacturing to 
direct investments (346); El Salvador is referred to (p. 382) as a 
relatively self-sufficient country, somewhat in the sense in which 
this may be said of the United States, but the authors’ commonsense 
should have told them that a coffee economy is not a self-sufficient 
one, notwithstanding the very questionable statements of Wallich 
and Adler on this point (relied upon by the authors); in citing 
investment service ratios for several quite differently situated coun- 
tries, no attempt has been made to compare levels of truly fixed 
charges; in particular, the statistically high level for Venezuela is 
extremely misleading, since there is no foreign public debt and, 
moreover, the investment service is generated by the same great 
industry which generates exports (395); it might also be empha- 
sized that the government is almost a de facto partner of the oil 


ment, port expansion, school buildings, low-cost ‘free markets,” attractive 
demonstration facilities for agricultural fairs, the clearing of forests for the 
purpose of developing agricultural colonies, the financing of large immigra- 
tion programs, river dredging and the removal of sand bars, a far-flung inter- 
national airline, low-cost apartment-type housing in the main urban centers, 
and the like. Needless to say, much remains to be done. 

On the question of political favoritism, many writers besides Lieuwen are 
fond of commenting in such a way that the Latinos are made to engage in 
all manner of questionable practices while we are lily-white. Do such writers 
really make allowance for the varying complexity of government-industry 
relations among countries when making such implied comparisons, espe- 
cially in connection with indirect favoritism in advanced countries? To cite 
a recent case: ODM wasn’t merely easing the supply situation in copper 
when it permitted companies under contract for the stockpile at 27 cents 
to sell at the prevailing market price of 36 cents instead of taking delivery 
itself and then releasing the supply to the market. 
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companies; is it really true that there are too many people in Latin 
American cities in the service industries and too few in manufactur- 
ing (413)? That is, is the price mechanism that bad? Brazil has 
some coal, to be sure, but reference should have been made to 
its low quality (420); the table on p. 459, reporting FAO data for 
1949 that is footnoted “unofficial,” shows Venezuela with more than 
10 times the arable land of neighboring Colombia. Why were such 
data used when FAO's yearbook for 1953 was available in time 
for publication of this book? The following table, which I have 
compiled from the latest FAO data, gives a much more satisfactory 
picture. 


Agricultural Area 


(000 hectares) Raw 


Arable Permanent Corn Rice Sugar Wheat 

Land Meadows Cattle Hogs (000 (000 (000 (000 

and and (000) (000) met. met. met. met. 

Orchards Pastures a a tons) tons) tons) tons) 
Colombia.... 2,440 38,915 15,512 2,782 560 351 233 134 
Venezuela... 2,700 13,800 5,674 1,451 343 49 69 4 


® 1950-51. 

> Excludes fallow. 

Note: Year is 1952 unless otherwise indicated. 

Source: FAO, Yearbook of Food and Agricultural Statistics, 1953, Rome ’54. 


The foregoing indicates that the manuscript was not read care- 
fully and in a leisurely way by a man thoroughly familiar with 
Latin America, an area of great importance to the United States 
and a major component of the underdeveloped world. Most of 
the slips could easily have been found in such a reading; in addi- 
tion, some interpretative points, not referred to above, might have 
been challenged, to the benefit of the final product. The Twentieth 
Century Fund probably should bear much of the blame if it failed 
to have the manuscript checked properly by outside specialists. 
After all, the better publishers do just this all the time, and with 
profit as a rule; though at times to the accompaniment of author 
irritation and impatience. 


IV. 


I have already alluded to the book’s emphasis upon the need 
to encourage agricultural development in the typical underdeveloped 
area. At this point a word is in order concerning some important 
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policy implications for the United States. One illustration perhaps 
is worth double its volume in abstract writing. The servicio, a joint 
local government (Ministry of Agriculture)—United States tech- 
nical assistance operation in the agricultural field, now functioning 
in several Latin American republics, has been doing much-needed 
work in this slow-moving field. The basic inter-governmental agree- 
ment under which the servicio operates specifies, among other things, 
that the role of the United States is to be transitory, and that 
powers are to be transferred in due course to the local ministry 
of agriculture (or other appropriate local-government entity), until 
United States participation disappears. This is, in principle, a laud- 
able aim. The intergovernmental agreement, it may be added, speci- 
fies only matters of principle on this score; any other specification 
would probably deprive the institution of that minimum of flexi- 
bility which a bureaucratic organization needs. 

It has come to my attention that a high official of the Bureau of 
the Budget, who recently made a swing around Latin America, 
returned to Washington somewhat disturbed about the fact that 
the United States participates no less extensively than before in the 
operation of the servicios. Perhaps he was thinking mainly of the 
oldest of these, SCIPA* in Peru, which dates from 1943. (Inci- 
dentally, it is significant that this was the year in which the Ministry 
of Agriculture graduated from a section of Obras Publicas into 
an independent ministry.) Since I claim more than a nodding 
acquaintance with SCIPA, having worked closely with it over a 
period of months while directing an economic survey in the Mantaro 
Valley, I would like to say something about its work to date and 
to indicate why it is in the United States interest to avoid premature 
disengagement. 

There are several reasons why it takes time to introduce efficient 
administrative-management to government operations in underde- 
veloped agriculture. First, the Ministry of Agriculture is likely 
to have had a record, at least until recently, of marked instability 
at the ministerial level; hence, policy and personnel do not become 
stable enough to permit the performance with reasonable efficiency 


8 Servicio Cooperativo Interamericano de Produccion de Alimentos. This 
organization is ably headed by John R. Neale, whose right-hand man is a 
promising young Andean, Juan Bazo. 
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of even the few things that might otherwise be within the capacity 
of the ministry. Second, competent and experienced technical man- 
power, seasoned organizationally, is usually available locally only 
in limited numbers, and large commercial operators as well as 
already successful specialized regional farm organizations are likely 
to pre-empt most of the supply because of superior terms respecting 
salary and working conditions. Third, when there is a tradition 
of corruption in government, or the farm public generally believes 
this to be the case, development is accelerated if outside help is 
available for a period long enough to erode, by the slow process of 
practical demonstration, the many intangible factors that inhibit 
rapid progress. Fourth, the gradual proliferation of technical work 
incident to the trial-and-error basis of operation which starts with 
the simplest reforms and/or innovations, imposes increasing and 
increasingly complex demands on the top organization. These can 
be met satisfactorily only by a tested and well-organized institutional 
arrangement. Fifth, broad-based farmer cooperation with and con- 
fidence in an organization is not subject to transfer without serious 
disruptive effects until that organization is staffed almost entirely 
with devoted nationals of unquestioned competence. Negatively, 
farmer cooperation with and confidence in an organization may 
quickly decline if top management and the main staff functions fall 
prematurely to insufficiently qualified and inexperienced hands. 
Sixth, the existence of a servicio staffed partly with experienced 
North Americans is valuable in accelerating the attraction of capable 
young men to the agricultural college and subsequently into public 
service in the servicio itself. Among other things, apprenticeship 
with foreign technicians who don’t mind soiling their hands in prac- 
tical operations frequently serves (1) to break down the unfavor- 
able local attitude (common but not universal) toward anything but 
desk work and (2) to accelerate the adoption of policy measures 
that are grounded in the realities of the agricultural or rural 
situation. 

Quite apart from the above, the servicio exemplifies a systematic 
effort at more rounded development whose cost to the American 
taxpayer is probably small in terms of results achieved and in rela- 
tion to the costly ad hoc measures that the United States so fre- 
quently takes after the emergence of what are believed to be 
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diplomatically embarrassing situations. Bail-out loans (time alone 
will tell whether the term proves in many cases to have been 
euphemistic), accelerated (and therefore costly?) public works 
projects to demonstrate—after some variety of economic difficulty 
emerges—that the United States is anxious to help, and so forth, 
illustrate what is meant. 

In sum, both the underdeveloped areas and the United States 
should exercise patience in facing up to the complex problem of 
agricultural development. The servicio must be dealt with as an 
organization that in due course will be a strictly local operation. 
After all, it is the underdeveloped area’s patience that is likely 
to be taxed most in human terms, given the fact that both con- 
structive and subversive elements are spreading information about 
the problem and the need for its ‘‘solution.” We who believe 
in reform by democratic persuasion, or the most practicable alter- 
native thereto, should not lose sight of the fact that ‘the people” 
involved are overwhelmingly farm people whose history lends 
some justification for prima-facie distrust of individuals and insti- 
tutions that have sought to “assist” them. 


V. 

Since the systematic and realistic analysis of manpower in the 
United States itself is a relatively recent phenomenon — which 
again shows that analysis typically follows events — it is not 
surprising that works on underdeveloped economics still deal in 
more or less traditional fashion with ‘labor’ as a factor. The labor 
force, we are told, is disproportionately large in agriculture, dis- 
guisedly and seasonally unemployed, overwhelmingly illiterate, rela- 
tively unresponsive to monetary incentives, suffers from geographic 
and occupational immobility, almost devoid of persons with organ- 
izational and administrative skills, governed by social values which 
assign a low prestige index to entrepreneurial abilities, and so forth. 

To admit this, however, is by no means to show as much 
pessimism as one often finds in the literature on underdeveloped 
areas, including parts of the book under review (for example, 
p: 32).° We may take comfort, it would seem, from the fact that 


® This and the following paragraphs have benefited from Professor Eli 
Ginsberg’s recent discourse on manpower problems before the senior staff 
of the Council of Economic Advisers. 
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similar statements could be made about manpower in our own 
South until relatively recently. We may take even greater comfort, 
however, from the fact that skilled-worker and low-to-medium- 
level management potentialities in any labor force are much greater 
than is apparent even to non-manpower economists because such 
potentialities are never truly revealed, the United States included, 
short of periods in which there are truly great economic opportuni- 
ties Open to the people. The writer observed a concrete instance of 
this in the Indian civilization of the Peruvian Andes in 1954: an 
increase in opportunities for fruitful technical work brought forth 
university graduates (of agricultural colleges) who had been func- 
tioning in unchallenging and low-order work on their parents’ farms, 
as traveling salesmen peddling farm equipment and supplies, and 
so forth. They were most eager to apply themselves in the techni- 
cal capacity for which they were trained, showed themselves to be 
very adaptable, rapidly became proficient in new assignments, and 
in general revealed a source of development strength that is not 
to be dismissed lightly. In my judgment, Peru, including the sectors 
of Orient-like traditionalism in agriculture, is capable of expanding 
the various kinds of manpower, given the proper organizational 
arrangements including those at the policy level, about as fast 
as they might be needed under feasible agricultural development 
programs. 


We may proceed next to the problem of low productivity in 
many underdeveloped agricultural areas, frequently alluded to in 
terms of that eye-catching phrase, “disguised unemployment.” At 
the outset, let it be said that a modicum of experience in an area 
of traditional agriculture reveals without question that most under- 
developed areas have far more laboring people per se on the land 
than they would need, or could retain, if economic opportunities 
outside agriculture were substantially increased. But it is about time 
that we apply some common sense to discussions concerned with 
the supposed relation between a substantial exodus of agricultural 
labor and the resulting impact on total agricultural output. Bu- 
chanan and Ellis lend their authority, in guarded language but 
nevertheless unmistakably, to some slippery propositions on this 
score. For example, they approvingly cite Lewis on the estimates 
of Indian economists to the effect that a quarter of the “rural 
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population is surplus,” and Moore’s that 35 to 45 per cent of the 
“population dependent on agriculture” in [prewar?} Eastern and 
Southeastern Europe ‘“‘adds little or nothing to output’ (pp. 44- 
45). Immediately thereafter, however, they suggest that a 25 per 
cent figure characterizes the redundant “agricultural /abor force” 
(italics added), and the failure to use an economic resource. 

Even if it be granted that women (most of the time) and 
children (part of the time) are in the labor force in typical 
areas of the type under discussion, I submit that it is a disservice 
to the American undergraduate student, and more importantly the 
suffering people in underdeveloped agriculture, to assimilate the 
“rural population” to the numerically far more restrictive ‘‘labor 
force’’ category. The authors probably did not so intend, but 
there it is to read. 

Even with a correction on this score, the residuum that is used 
to characterize so-called disguised unemployment has to be inter- 
preted with care, and, as stated above, with full benefit of com- 
mon sense. Given especially the available capital and, to a lesser 
extent, organizational skills, it is extremely dubious that anything 
but a small fraction of the labor quantities typically cited by serious 
students are redundant in any marginal productivity sense. Upon 
close examination, it is found that many of the “redundant’’ people 
are tending scrawny animals forraging on overgrazed and unfenced 
“common lands”; or walking into the village or town to purchase 
(with the proceeds of, say, a small quantity of family-made low- 
grade cheese) an armful of green feed for a cow that remains 
during the dry season on the 2-acre ‘farm’; or repairing a tiny 
ditch that feeds water (when available) from a small irrigation 
canal into a generally parched plot of land; or hauling strapped 
to one’s back a weighty load of anything from feed to firewood; 
or helping in the cooking department in connection with the forth- 
coming fiesta; or slowly hand-processing woolen yarn from un- 
bleached wool shorn from one of the family’s extremly in-bred ani- 
mals; or taking care of a sick member or two of the family; and 
so forth. 

Such operations by most of the people involved are simply 
unavoidable in many underdeveloped countries if total output is 
not to decline. It is only by implicitly invoking, for example, the 
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highly convenient assumption that additional capital’® is somehow 
made available, together with the necessary organizing skills, that 
one may reach the conclusion of substantial redundancy of labor 
or that there is disguised unemployment of very substantial pro- 
portions. But how arbitrary can analysis in this field become? In 
most underdeveloped areas the central fact with respect to capital 
should be as much a datum as the central fact with respect to the 
labor force and, by western standards, the palpably poor use thereof. 
Is not the proposition respecting the alleged zero marginal produc- 
tivity of much of underdeveloped-area labor another example of 
the economists’ attempt to “upgrade” a simple idea, in this case 
that of poor-use-of-labor-bycomparisonwith-advanced-countries, into 
a technical category with high dismal content? 

Enough has been said in a critical vein. This review must close 
on the same note in which it began: that the volume by Buchanan 
and Ellis stands conspicuously above the quality of any general work 
that is now available. It deserves a wide audience, to the end that 
its constructive content may be of assistance to the increasing number 
of official and unofficial people, here and abroad, who are inter- 
ested in the subject. 


10 The experience in 1954 of the Andean Comunidad de Pucara (De- 
partamento de Junin, Peru) further illustrates the pitfalls facing the facile 
generalizer. When 20 farm families made use of the SCIPA farm machinery 
pool's tractors to deep-plow their (individually-held) truck-crop land for 
the first time, it was found necessary to use just as many farm hands as 
before in producing the year’s crop. The partial mechanization of opera- 
tions increased labor requirements with respect to the unmechanized sectors 
of the work. Total output was decidedly improved, allowance being made 
for the weather factor. 











Export Price Indices for the 
Argentine Republic 1881-1914 


By A. G. Ford * 


In this paper an attempt is made to compute export price indices 
for the Argentine Republic, relying mainly on the official foreign 
trade statistics as presented in “Extracto Estadistico de la Republica 
Argentina Correspondiente al Ano 1915” (Buenos Aires 1916). 
This gives series both of quantity and value (in gold pesos) of 
the principal exports, from which it is possible to derive annual 
average value figures. Such average value figures are then expressed 
in index number form (1900=100) and combined with appro- 
priate weights to give overall export price index numbers. This 
method is in contrast with that employed by Prof. J. H. Williams 
in his study on Argentine trade, who relied on the domestic 
(paper peso) price quotations of the bi-weekly bulletins of the 
Stock Exchange. As the paper value of the gold peso fluctuated 
between 1885 and 1900, the two index numbers will differ in this 
period, since one is based on gold average values, the other on 
paper prices. 

In some cases the method outlined above must be abandoned, 
where it is apparent that the values of exports were arrived at by 
applying arbitrary price valuations to the volumes of shipments. 
E.g., Frozen beef and mutton throughout the period, cereals before 
1892. This difficulty is resolved either by not computing an index 
as in the case of grains, or by using U.K. average value figures for 
imports of Argentine frozen meat, crudely corrected to allow for 
freight rate variations. The reliability of the Argentine average 
values employed has been checked against the relevant U.K. import 





* University College of Leicester, England. 
1 Argentine Trade Under Inconvertible Paper Money 1880-1900. (Har- 
vard 1920.) 
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EXPORT PRICE INDICES 


average values for the commodities for which Britain was the 
principal customer, both showing similar movements. 

In this period the bulk of Argentine exports fell into either the 
Grain category or the Pastoral category, and index numbers have 
been calculated: 


1. Grain Exports, comprising Wheat, Maize, Linseed. 1892-1914. 
2. Pastoral Exports— 

A. Comprising Wool, Fleeces, Hides. 1881-1902. 

B. Comprising Wool, Fleeces, Hides, Frozen Meat. 1897-1914. 

It has been considered of value to subdivide Export thus both 
on account of differing methods of production and also because of 
the differing importance of world supply and demand conditions 
in determining world prices. For grains, world demand conditions 
tended to remain stable despite income fluctuations, and varying 
world supplies from year to year were the main cause of price 
variations; on the other hand for pastoral exports, world demand 
varied more with world incomes—either the industrial demand for 
raw materials or the consumer demand for meat—whilst supply 
conditions were less variable. 

To derive the total Export price index number, Grain is combined 
with Pastoral ‘A’ until 1900 and thereafter with ‘B’ in order to 
allow for the changing composition of pastoral exports, meat 
becoming relatively important only after 1900. 


I. Grain Exports. 


For this group of exports an average value index will be derived 
by combining the price relatives for the three groups with fixed 
weights. The index will thus be of the form: 

Z (Pt/Po) w 
lg = ——__—_——_- 
Zw 
where Pt/Po represents the ‘price’ relative 
or average value index for a particular commodity, and w the 
weight allotted to it. 

It would be inappropriate to use a single year’s values as weights 
both because of the changing pattern of trade and because of the 
different fates that might befall agricultural products in a single 
year due to the climate, pests and fluctuations in world supply. 
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Again values chosen at the beginning or the end of the period as 
weights could also impose a system of weighting inappropriate due 
to the changing pattern within this group of products. 
Accordingly the average of values for Wheat, Maize and Linseed 
for the years 1900-1907 have been used, yielding proportionate 
weights of 5 for wheat, 3 for maize and 2 for linseed. The average 
value series have been combined in these proportions for the years 
1892-1914, the base year being taken as 1900 = 100. This index 
covers 90% of the total value of agricultural or grain exports. 


ll. Pastoral Exports. 

The compilation of an export price index for this group of 
products presents considerable difficulties on various points. Firstly 
the pattern of pastoral exports changes so sharply over the period 
that no combined index for 1881-1914 can be realistically calculated. 
Secondly the average values derived from Argentine meat statistics 
are arbitrary valuations, and therefore useless. 

Two indices will in fact be calculated, one running from 1881- 
1902, and the other from 1897-1914, each of similar form to the 
one used for Grain exports.* However, from the first meat will 
be excluded, and included in the second, whilst the weights, will, of 
course, be different. For the second index the British average value 
indices of ‘beef and mutton imported from the Argentine’ will be 
used after having been corrected to allow for freight charges. 

This has been done as follows. For beef, by comparing Bunge’s 
estimates of prices* with U.K. c.i.f. average values, it was found 
that the latter exceeded the former by 11 per cent. Accordingly 
it has been assumed that this can be taken as the average c.i.f. 
allowance, and has been applied to the U.K. average value for 
1900 to give an ‘absolute’ shipping charge. For other years this 
has been adjusted for freight variations according to an index of 
freights* and the resultant freight allowances deducted from the 
U.K. average values. This series is now put in index form. For 
mutton a similar procedure has been adopted, except that 20 per 
cent was allowed. It is realised that this is a very crude method, 





2 Each will cover 80% at least of the value of total pastoral exports. 

3A. E. Bunge, Intercambio economico de la Republica Argentina 1910- 
1917. (Buenos Aires, 1918.) 

*Isserliss, Journal of the Royal Statistical Society. (1938), p. 122. 
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nevertheless the possible source of error in a total export index 
from this procedure is slight. 

For the first index which is based on 1900 = 100, the weights 
used have been based on the average of values for 1888-91 and 
proportionately are Wool—70, Fleeces—12, Dried Hides—12, and 
Salted Hides—6. 

For the second index, the weights have been based on the 
average of values for 1907-1910, giving Wool—s0, Fleeces—6, 
Dried Hides—10, Salted Hides—10, Beef—18, and Mutton—6. 

For the total Export Price index, the Grain index and the ‘A’ 
Pastoral index have been combined in the proportions 4:6 for the 
years 1892-1900; whilst for the years 1900-14 the Grain index 
has been combined with the ‘B’ Pastoral index in the proportion 
6:4. This allows for the changing relative importance of Grain 
and Pastoral exports. 


TABLE |. EXPORT PRICE INDEX NUMBERS 1900 = 100 


Grain Pastoral Total 
A B 
ieee Se 8 105 
iri coa 96 
BRO. oes 94 
Bi iciacdeatina Soha 101 
Sere eee ate 103 
Ua a ee 87 
|: ene 106 
Diocese 118 
ire rh tert 137 
NTO eicck tees 102 
Races 88 
Co) ee Sidasta ahs 121 102 110 
LES ee 97 71 81 
i rciacindictanisiioams 82 63 71 
BOD occ cccscs ee 74 62 68 
Db issaaiadicatiiiiiats 79 70 74 
DRO ae crececeee te 107 74 76 87 
MR re ace: 106 75 78 87 


Lo aa meee 76 108 101 95 
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Grain Pastoral Total 
A B 

LOU ee 100 100 100 100 
Rare meee 108 79 85 99 
ROD St 114 89 97 107 
LO 94 102 97 
OUR 103 103 103 
ON 114 118 116 
a at 114 132 121 
RO e hs 123 129 125 
EP Se at cee 133 101 120 
cic 150 119 138 
a RED ete 148 133 142 
Lt | See 143 128 137 
Neo 142 130 137 
RP he 135 144 139 
ae 136 152 142 


The results are presented in Table I, and for the years 1910-1914 
a comparative check is available. A. E. Bunge in his ‘Intercambio 
Economico 1910-17’ (p. 18) produces an export price index number 
based on 1910, and my figures appropriately deflated to 1910 as 
a time base may be compared. Both show broadly similar 
movements. 


TABLE ll. EXPORT PRICES 1910-14 


Ford Bunge 
ONO oda See Secs 100 100 
PR ie et NS se ee od 96.5 98.6 
eh ee are ee at 96.5 97.8 
ROM AS a 8 Ja A 98.5 98.0 
BU RMe Geet te Pee el al OL 101 101.3 


It is important to note falling pastoral prices after 1889 and 
grain prices from 1892 until 1895. Such declines aggravated the 
impact of the decline in foreign borrowings on the economy by 
causing export values to fall and made recovery from the ‘Baring 
Crisis’ more difficult and longer. Although volumes of grains 
produced and exported had expanded as a result of economic de- 


= 2s FR ee Pra A 





EXPORT PRICE INDICES 47 


velopment,” it is clear to what extent falling prices reduced foreign 
currency receipts. Likewise pastoral exports were reduced in value. 
Secondly the rising trend of prices after 1895 is conspicuous, and 
in no small measure contributed to the growth of the Argentine 
economy in the twentieth century and to its ability to remain a 
member of the gold standard from 1900 to 1914. Export values in 
this period grew at the trend rate of 7.5 per cent a year; this would 
have been retarded to 4.5 per cent had export prices remained at 
1900 levels. Doubtless such rising prices encouraged renewed 
foreign lending to the Argentine and enhanced its ability to pay 
service charges on such foreign debt. 


Argentine Import Price Index Numbers 1885-1913 


Argentine imports have been divided into two main categories; 
(a) Consumption and (b) Investment Goods. Although it is diffi- 
cult to disentangle from the Argentine trade returns a clear dis- 
tinction between these, nevertheless certain broad classes fall 
naturally into one or other category, whilst for others somewhat 
arbitrary classifications have to be made.° Consumption imports 
comprise Food, Drink, Tobacco, Textiles, Oils, Chemicals, Paints 
and Dyes, Paper, Leather, Coal, Stone, Glass, Ores, Pottery and 
miscellaneous manufactures: investment imports cover Iron and its 
manufactures, other metals and manufactures thereof, Building 
Materials, Agriculture machinery and tools, Railway engines, car- 
riages and materials, Electrical products, Wood, Timber and manu- 
factures thereof. A different classification was attempted by the 
Argentine Statistical Office, dividing imports into those for final 
use by consumers and those for use by industry and farming as 
inputs or capital goods. If coal were transferred from (a) to (b) 
in the author’s classification, the two series would approximate to 
the official classification. 

Price Index numbers have been computed for the following 
categories: 

A. Consumption Good Imports 

B. Consumption Good Imports less Coal 


° For example wheat exports quadupled in weight between 1891 and 
1894, and 1891 had been the best year until that date. 
6 Classification too is determined by the presentation of the trade statistics. 
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C. Investment Good Imports 

D. Total Imports 
On account of lack of information the series terminate at 1913. 

Owing to the system of official and arbitrary customs valuation 
of imports, it is impossible to derive an Import price index in the 
same manner as for Export prices by combining average value 
indices with appropriate weights. Secondly there is the problem 
of weighting; it may well be asked what value a Total Import 
price index has for the period 1885-1914 when the proportion of 
Consumption to Investment varies so considerably, if constant 
weights are used: again, if varying weights are used (e.g. some form 
of Paasche index), then the resultant index numbers are not 
mutually comparable, except with the base year. 

To solve the first difficulty a British Export price index might 
be taken, as representative of the prices of Argentine’s chief sup- 
plier: in this case it would be assumed that Argentina’s pattern 
of imports was the same as that of total U.K. exports, and that 
the British Export price index would reflect the course of other 
countries’ prices too,—similarly assuming an identical pattern of 
trade for them. Indeed it might be expected that British and 
German manufactures, say, would be competitive, and that their 
prices be affected in a similar fashion over the whole trade cycle. 
However Argentina’s pattern of imports was not the same as U.K.’s 
exports, and secondly it is unlikely that a similar pattern of goods 
was imported from each major European supplier.’ This difficulty 
might partly be circumvented by assuming that each country’s 
exports to the Argentine could be represented by their total exports 
and thus deriving an import price index by combining each major 
supplier's export price index in appropriate proportions to their 
share in Argentina’s imports. As previously observed this will not 
really be sound in the case of the U.K., but even less sound in the 
case of the United States, whose exports resembled Argentine exports 
rather in the case of wheat, maize and meat: again it would be 
assumed that the imports of each particular commodity were di- 
vided in identical proportions amongst each supplying nation, and 
this indeed was not the case, as earlier observed. 


7 ¢.g., Spain, Italy, France supplied the bulk of the Drink imports, whereas 
U. K. was the major Textile and Coal supplier. 
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TABLE Ill. IMPORT PRICE INDEX NUMBERS (1900 = 100) 


Consumption Goods  InvestmentGoods Total 


A B 
kia 99 105 77 92 
tout 95 101 72 87 
ed, 97 103 73 89 
it 99 105 80 93 
aot 102 107 85 96 
a 102 105 86 97 
On, 97 100 78 91 
SR ee 94 97 73 87 
1993... Date 94 98 71 86 
a 88 92 67 81 
ee 86 90 66 79 
se be 85 89 70 80 
er, 85 89 71 80 
OO EE 86 89 74 82 
eee 88 91 82 86 
es. 100 100 100 100 
Res 89 90 84 87 
se oko 89 92 80 86 
OR ts oo 93 97 79 88 
ic 94 99 76 88 
es 94 98 81 90 
itis ecatiais 99 103 90 96 
I aa | 103 107 95 100 
on. 97 100 82 92 
ea 94 98 79 89 
eS 103 108 86 97 
SE 107 113 87 100 
ae 113 118 97 108 
Rc. 114 119 97 108 


Note—All figures are rounded. 


Alternatively price indices might be derived from various sources 
for the chief classes of Argentine imports and combined together, 
using as fixed weights the proportionate share of these classes in 
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total Argentine imports. As far as possible the rule would be to 
use individual British Export average value series, where these 
were applicable, assuming competitive prices, and in other cases, 
for example food and drink, to use British import average values 
for the goods in question. In short the attempt would be made to 
use reliable average value quotations, with weights derived from 
Argentine sources. Lastly some adjustment of these series will be 
necessary to allow for freight charges, and thus to present a reas- 
onably true picture of the price movements confronting Argentine 
importers and consumers. 

This method is adopted to give the two consumption good index 
numbers, the investment good index and a price index number for 
total imports which is obtained by combining A and C. (For actual 
details of the series employed and the weightings see Appendix.) 
Table III presents the resultant indices which, it must be stressed, 
can only give some broad indication of the movement of import 
prices confronting Argentina in this period. A comparison (in 
Table IV) with Bunge’s figures for 1910-13 is attempted and is not 
unreassuring. 


TABLE IV. IMPORT PRICES 


(1) (2) 


Dh EO gg eee 100 100 

aD ee see ne 103 102.6 

OP Re rt are eset et tas 111 108.3 

10 | RSC ee eee 111 109.9 
Sources— 


(1)—Table III. 1910-13 as percent of 1910. 
(2)—A. E. Bunge, Intercambio Economico, page 18. 

Cyclical fluctuations are apparent in these series of Argentine 
import prices, together with a slightly rising trend of prices from 
1896 onwards, although the fluctuations are of less amplitude than 
in the case of exports. 

Of more interest are the Argentine Terms of Trade which can 
be derived by dividing the Export price index by the Import price 
index. Noteworthy is the severe adverse movement between 1892 
and 1895, which accompanied the aftermath of the Baring Crisis 
and worsened Argentina’s real income position. More striking is the 
sharp improvement thereafter until 1909, a rise of some 69 points 
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in fifteen years. Relative price movements in these years indeed 
improved Argentina’s real income position, which of itself was 
improving as the volume of production per head expanded: this can 
be attributed to the steady rise in export prices, whilst import 
prices remained relatively stable. Thereafter the terms of trade 
worsened as export prices steadied and import prices rose more 
markedly. 

No attempt is made to analyse individual fluctuations in the terms — 
of trade, these being a compound of relative movements in diverse 
groups of product. In addition some of the calculations are so. 
crude that any conclusions other than those based on broad move- 
ments or trends would be rash. 


TABLE V. ARGENTINE TERMS OF TRADE, 1892-1913 (1900—100) 


(1) (2) (3) 
Export Price Index Import Price Index Terms of Trade 

RR cssceneectansinses 110 87 126 
I inictnccnteninins 81 86 94 
Ce acicicnttiicen 71 81 88 
1895.....-----on---000-- 68 79 86 
I icncesanteiaes 74 80 93 
MF acscinicsnsminivtsicane 87 80 109 
En 87 82 106 
1999 -.~.-..----- 95 86 110 
sin sinicsensinenne 100 100 100 
PR cicinseisiaipniicies 99 87 114 
ne 107 86 123 
I iinisscunenneariin 97 88 110 
re 103 88 117 
ne 116 90 129 
i iisccccperecesenne 121 96 126 
Se edtcitscneven 125 100 125 
ee 120 92 131 
a cccnieticinnani 138 89 155 
Br iaiatcnecticns 142 97 146 
PP tices iainiitniseantinn 137 100 137 
i citicentinenneen 137 108 127 
PE Bicicivinisinionisanin 139 108 129 


Notes—‘Terms of Trade’ is (1)+(2). All figures are rounded. 
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APPENDIX 
Import Price Indices—Construction and Series Used 


(i). Consumption Good Import Price Index. 
Z (Pt/Po) w 
Of the form ——————— 1900 = 100 where the weights were 
Zw 
allotted on the basis of the % value of the sub-groups in Argen- 
tine Consumption Good Imports for 1899-1900-1901 (averaged). 


A. Food, Drink, Tobacco..............0........... 26 
ee I oe il a ae 45 
0 eae Dk Bea 5 
I eit 6 
Be geet bance sciannlcncnpsilcemeaninins 5 
i a es 13 

a 100 


Series used: 

A. Food, Drink, Tobacco. Unweighted average of indices of 
U.K. Import Average Values for: Cheese; Refined Sugar; Rice; 
Coffee; Wine; Tobacco. 

B. Textiles. 

U.K. Export Price Index, as computed by Silverman. Rev. Ec. 
and Statistics 1930, corrected for freight rates. 

C. Oils. 

UK. Import Average Values for: Petroleum 1885-1900; Lubri- 
cating Oil 1901-1914. 

D. Chemicals. 

U.K. Export Price Index. (Silverman op. cit.) corrected freight 
rates. 

E. Paper. 

U.K. Export Average Values for Paper Manufactures corrected 
for freight rates. 


F. Coal. 
U.K. Export Price Index. (Silverman op. cit.), corrected for 
freight rates. 
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(ii). Investment Good Import Price Index. 
Z (Pt/Po) w 
Constructed of form ———————— 1900 = 100 where the weights 
Zw 

have been allocated on the basis of % share of each sub-group 

in the values of Investment Good Imports (averaged) for the 
years 1911-12-13. 

A. Iron and Manufactures, etc.........0.02..020cc0-eeeeceeeeeeeeeee 65 

of which 

a. Iron and manufactures........ ‘acaphidineetisi 

Ws MARR II inane sscsnsiens 

c. 30% Building Materials ............................ 

d. 40% Agriculture Machinery, ete............... 


We 


nN 
JI Ww nd 


eo 


B. Non-ferrous metals and manufactures..................... 10 
of which 
a. Other metal imports -................ eaibscitensions 9 
b. 10% Agricultural ....................... os iano 1 


C. Wood and manufactures................ Baa 22 
of which 
ee 3 
b. 60% Building materials ~..........................14.5 


D. Glass (10% Building materials) .................. eet 2 
E. Twine (20% Agricultural Imports)........................... 1 


REN icin etc a caching cab pimininanctseas wads 100 


It will be noted that 30% of Agricultural Imports—comprising 
seeds—has been neglected, as has been Electrical products. The 
coverage of the index is thus affected slightly. 

Series used. 

A. Iron and manufactures thereof ,etc. U.K. Export Price Index 
(Silverman) corrected for freight rates. 

B. Non-ferrous metals and manufactures thereof. U.K. Export 
Price Index (Silverman), corrected for freight rates. 

C. Wood and manufactures thereof. U.K. Import Average Value 
Index: Fir—sawn or split. 

D. Glass. U.K. Import Average Value: Window glass. 
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E. Twine. U.K. Export Average Value: Cordage and Twine, 
corrected for freight rates. 
(iii). Total Import Price Index. 

This has been derived by combining the Consumption Good ‘A’ 
Import price index with the Investment Good Import price index 
in the ratio of two to one, although it is perhaps misleading to 
attempt to combine such differing series at constant weights. 

(iv). Freight Rate Correction. 
Where series have been in f.o.b. form they have been corrected 
for freight rate variations in the following crude manner. 

Isserliss (J.R.S.S. 1938 pp. 54-134) has provided an index of 
Freight Rates (1896=100) which has been converted to 1900 as 
the base year. A correction factor of 15 was chosen for the year 
1900 and adjusted for other years in proportion to the variations of 
the freight-rate index. The f.o.b. export average values are then 
expressed in index number form with 1900 as base year. To this 
series the correction factor is then added and the resultant series 

100 
is deflated by 





to give a new corrected series with 1900 
115 
as base year. 

It is realised that this method of procedure, as indeed is the whole 
procedure of calculating import price indices, is open to serious 
objections, but, it is hoped, the variations in the resultant series are 
so well defined that relatively minor inaccuracies introduced 
through this method of correction may be neglected and the series 
used to portray the broad movements of Argentine import prices. 
Thus the consruction of such series may be justified. 











Investments in Venezuelan 


Telephones 
By John C. Rayburn* 


The Venezuelan Government signed, in July 1883, a contract 
with the Intercontinental Telephone Company of New Jersey, rep- 
resented by Mr. J. A. Derrom, in which Article 1 stated that the 
company pledged itself to establish telephonic lines in the interiors 
of the cities and between principal cities and communities of the 
Republic where this was deemed necessary. Article 3 pledged the 
government, during a period of 15 years, beginning from the date 
of the contract, not to give an equal concession to any other person 
or company. Another stipulation was that telephone lines were 
to be constructed throughout Venezuela within three years from 
the date of the contract. 

In 1884 the Venezuelan Government, apparently violating the 
1883 contract, granted a concession to General Candelario Padrén 
for the establishment of telephone lines in the Republic. This was 
modified in 1887 to make it a monopoly for five years, free of taxa- 
tion and duties on materials imported. In return, the General had 
to pay 5% on the gross revenues to the government. This concession 
was rescinded after Padrén’s concern, the Telephone Company of 
Caracas, had declared a dividend of 914% for 1886. 

In May, 1887, the government of Venezuela made a contract 
with Aquilino Orta giving him “the right to establish telephonic 
communication within the towns and cities of the Republic and 
between the same; also in the country districts and country villages 
and between both; and further to extend the same communications 
outside of Venezuela by such means as he may deem most suitable.” 
Article 8 of this contract stated that ‘‘the government shall not 


* Professor Rayburn is Associate Professor of History at Texas College 
of Arts and Industries. 
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grant similar concessions to any other persons or companies nor 
shall it permit additions to contracts interfering with the present 
one, during a period of nine years, which shall be reckoned from 
the date on which it is signed, and may be extended for three years 
at the option of the government.” 


Mr. Derrom, representative of the Intercontinental Telephone 
Company, made a protest to the Venezuelan Government in which 
he claimed the Orta contract was an infringement of the rights of 
his company. 

The Orta contract was soon transferred to Candelario Padron, 
who transferred it to the American Telephone Company, which in 
turn passed it to American Telephone Company (Consolidated), 
which finally transferred the contract to the American Electric and 
Manufacturing Company. 

This last company was a claimant in the Venezuelan Arbitrations 
of 1903, declaring that the Venezuelan Government had not ful- 
filled its oral promise to cancel the concession of the Interconti- 
nental Telephone Company, nor had it prevented that company 
from building new lines or from bringing in materials and machin- 
ery duty free, thus causing competition in the telephone business 
in Venezuela and finally forcing the American Electric and Manu- 
facturing Company to sell its property at a sacrifice. Its contract 
was finally transferred to its competitor, the Intercontinental Tele- 
phone Company. 

The American Electric and Manufacturing Company claimed 
that the Venezuelan Government had assured its predecessors that 
that company was being given exclusive rights, and that as soon as 
the company had its plant in operation the concession of which 
the Intercontinental Telephone Company was the owner would be 
revoked, government officials alleging that the service was poor and 
that the company had failed to fill the stipulations of the contract 
made with the government regarding reduction of rates and failed 
to construct lines within the time set in the contract. Because the 
American Electric and Manufacturing Company had been assured 
of the revocation of the competitor's contract, it had spent large 
sums of money on the plant at Caracas and in other cities in 
Venezuela. Further, the company claimed that the stipulations of 
the Orta contract had been fulfilled in respect to construction of 
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lines within the specified time and the payment to the government 
of Venezuela of 6% of gross receipts. The American Electric and 
Manufacturing Company could not, however, produce legal proof of 
the Venezuelan Government’s promise, and its claim before the 
arbitration body was disallowed. 


The Intercontinental Telephone Company had by December 31, 
1888, mounted 776 instruments in Caracas, La Guayra, Valencia, 
and Puerto Cabello. Lines had also been established from Caracas 
to La Guayra and from Valencia to Puerto Cabello. On November 
30, 1890, there were in all 1,477 subscribers making an average of 
6,000 calls daily. The American Electric and Manufacturing Com- 
pany at that time had service in Caracas, La Guayra, Maracaibo, 
and Antinmono, with 1,350 telephone instruments in use along 
1,400 miles of wire. Subscribers paid $2.70 monthly for service and 
10 cents for five-minute calls between cities. 


On April 22, 1890, the Venezuelan Telephone and Electrical 
Appliances Company, Limited, was registered to take over the busi- 
ness of Intercontinental Telephone Company of New Jersey. The 
capitalization of the British company was £70,000 in £1 shares. 
The prospectus issued at the time of the registration stated that 
the telephone system aggregated a length of about 1,200 miles of 
wire, trunk lines, and connections between the most important 
towns and seaports of the Republic of Venezuela. The company 
stated it would charge subscribers £6 13s per annum as compared 
with £20 in London. 


In 1891 the company decided to rebuild entirely the existing 
Caracas switchboard of 2,000 lines to make a capacity of 4,000 as 
there were new applicants and over 1,400 subscribers. The pole 
lines in the central part of the city were over-crowded so it was 
decided early in 1890 to put down subways. The new subway 
system had a capacity for 3,600. The office building was improved; 
the trunk lines in La Guaira and Caracas were increased to nine, 
and the suburb of Petare, seven miles from Caracas, was connected. 
The Valencia office had outgrown its system, and its switchboard 
was replaced with one having a capacity of 3,500 lines. 


At the first ordinary general meeting on November 20, 1891, 
with Sir Douglas Fox presiding, it was moved that the board of 
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this company be authorized to borrow or raise a sum not exceeding 
£20,000, and a 4% dividend on paid-up capital was declared. 


Meetings of the board were delayed because of a revolution in 
Venezuela in 1892. When a meeting was held on March 17, 1893, 
those present heard a report of Mr. J. W. Philipps, M.P., who 
had been sent to Venezuela for details on the state of affairs. 
Damage was not great, Philipps stated, although 186 subscribers 
were lost. On his way home from Venezuela, Mr. Philipps stopped 
in New York and bought a Western Electric switchboard for 
Puerto Cabello. 


Mr. Edgar A. Wallis, the new manager, was reported building 
a trunk line between Puerto Cabello and Caracas. It was proposed 
that a four-wire line be used to replace the old single-wire line. 
The retiring manager, Mr. J. A. Derrom, reported that soldiers 
had cut the trunk line from Puerto Cabello to Valencia, and they 
refused to allow employees to repair the wires. Net profit for the 
year reported at the meeting was £2,058 15s 10d. 


Approximately one year later the company was able to report 
that net earnings from July 1893 to February 1894 were £5,920, 
and that there were 1,978 subscribers. 


In September 1894 it was announced that the government was 
paying some of the claims of companies who suffered damages 
during the recent revolution. The telephone company received a 
portion of the amount asked in government bonds and expected the 
balance to be forthcoming. 

A 4% dividend was declared in October 1894. The manager, 
Mr. Wallis, was present at the meeting of stockholders in October 
1894 as was also a representative of the Dutch investors, who 
represented a large portion of the company’s shareholders. Mr. 
Wallis reported that all four offices (Caracas, La Guaira, Valencia, 
and Puerto Cabello) had multiple switchboards, and there had been 
for the year 1893-1894 an increase of 239 subscribers for a total 
of 2,217. In Caracas the company had two miles of subway and 
twenty-one manholes. All wires entered the office through the 
subway. Otherwise iron poles with wooden crosssarms were used 
to carry the 3,000 miles of wire throughout the Republic. Between 
10,000 and 11,000 local connections were made daily in Caracas. 
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United States Consul Plumacher stated in 1895 that the com- 
peting American Electric and Manufacturing Company had exe- 
cuted a contract with the Venezuelan Government for the establish- 
ment of telephone service in the public offices. For the use of its 
phones the government had agreed to pay $95.33 monthly. 

Although its competitor was increasing its services, the Venezuela 
Telephone and Electrical Appliances Company, Limited, showed a 
net for 1895 of £9,333 and a 4% dividend was declared. Sub- 
scribers had increased to 2,524 during the year. 


In May 1897 two important purchases of the company were 
announced. The first, which took place several months prior to the 
announcement, was the Buarena and Guatire plant to form an 
extension of its Petare branch, and the second was the plant of 
the Central Bell Telephone Company which connected Caracas and 
Valencia with all the important towns of the states of Miranda and 
Carabobo. These acquisitions completed the network of the com- 
pany’s line, which embraced the whole Federal District and two of 
the most important states of the Republic. All material used in 
new construction was obtained in the United States. 

The year 1898 marked a significant milestone in the English 
company’s history, for its original contract of 1883 terminated. 
However, a 25-year concession granted by the government to Gen- 
eral Abdon Otazo for the purpose of setting up telephone lines in 
Villa de Cura, La Victoria, Cagua, Turmero, Maracay, and Valencia 
was taken over and a new contract was granted. Both the Otazo 
contract and the original Derrom concession were terminated and 
the new contract was written to extend for fifteen years. The com- 
pany renounced the exclusive rights held under Otazo’s contract, 
but the Venezuelan Government promised to grant no concessions 
more favorable than that held by the Venezuela Telephone and 
Appliance Company, Limited. The company was granted per- 
mission to import materials at 50% of the regular customs duty, 
and it agreed to furnish 35 phones free in the government offices. 

Although the company had shown a net profit of £9,942 for the 
year ending June 30, 1898, and had paid a 4% dividend, business 
in Venezuela was bad. Coffee prices had dropped, and a smallpox 
epidemic had almost stopped all commerce. When the ordinary 
general meeting of the company convened in December 1900, a net 
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profit of only £6,763 was announced, and it was stated that an 
earthquake had damaged property and hurt business. Political 
disturbances also contributed to the disorder, and it was stated that 
“if only the political world would keep quiet—which seemed almost 
impossible in that country—the company would have a good future.” 

But peace was not the fate of Venezuela, and both of the oper- 
ating lines were damaged. The American Electric and Manufac- 
turing Company claimed damages amounting to $4,000 when the 
government of the state of Bolivar, on May 26, 1901, took posses- 
sion of the company’s telephone office and its facilities for the use 
of the military operations which took place on May 29. The arbi- 
trations body of 1903 awarded the company $2,000 for this damage, 
but nothing was allowed for its secondary claim for damages suf- 
fered during August 1902 when Ciudad Bolivar was bombarded by 
vessels of the Venezuelan Government. 

Mr. Wallis of the rival firm was having difficulty in 1904 col- 
lecting subscription money and keeping lines in working order. 
In 1909 the company had been converted to the central energy 
system, and a new plant had been installed. By 1911 it had 2,705 
subscribers, of whom 1,862 were in Caracas, and maintained 20 
stations in various cities of the nation. 

A number of private telephone lines were established about this 
time. One, a $20,000 company known as Teléfonos de Barlovento, 
was formed to operate a system of telephones in several towns near 
Rio Chico, east of Caracas, near the coast. 

When oil interests arrived, permission was granted to build a 
number of private telephone systems. 

A new phase of British investment was entered with the sale 
in 1926 of the Venezuela Telephone and Electrical Appliances Com- 
pany, Limited, to a Venezuelan group, a move that was in accord 
with the sentiment that Venezuela should own its public utilities. 
All property of the British company in Venezuela was transferred 
to a local company, Compafiia Anénima Nacional Teléfonos de 
Venezuela, in exchange for shares and securities. However, addi- 
tional capital was needed for new developments, and it was found 
necessary to reorganize. 

The new company, Telephone Properties, Limited, controlled by 
Englishmen, had a capitalization of £900,000 divided into 450,000 
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8% cumulative preference shares and 450,000 ordinary shares of 
£1 each. The preference shareholders of the old company received 
for every four £1 8% cumulative participating preference shares, 
four £1 8% cumulative non-participating preferences share and two 
£1 ordinary shares in Telephone Properties, Limited, while holders 
of four £1 ordinary shares of the old company received five £1 
ordinary shares in Telephone Properties, Limited. 

Compafiia Anénima Nacional Teléfonos de Venezuela had, on 
December 1, 1931, sold at par to the Telephone and General Trust 
its holdings of 8,750,000 bolivares of 8% debenture bonds. 

The Nacional company lost some stations between December 31, 
1931, and December 31, 1932, when the number decreased from 
17,077 to 16,535. Net profit for Telephone Properties in 1932 was 
£33,2444, and an 8% dividend was paid; a net of £39,270 in 1933 
paid a 6% dividend. 

Following the death of President Gédmez a Commission of In- 
quiry was appointed to investigate the company. No one with 
technical experience was included on the commission, and as a 
result this report contained what the company felt were prejudicial 
inaccuracies. The company published a reply which it believed 
would be accepted publicly. - 

Net profits for 1934 and 1935 were £36,427 and £35,687 with 
5% dividends paid both years. Recovery from the decline into 
which the company had fallen began in March 1936 and continued 
through 1937. New equipment was acquired bringing an end to 
a certain amount of congestion. Net profits for 1936 were £38,735 
and for 1937 were £42,741 when a 5% dividend was paid and a 
1% bonus was recommended. 

At the end of 1938 the Nacional company had a system cover- 
ing 14,973 miles with all its plant capacity in use. 

In 1938 the net profits were £53,108, an increase of approxi- 
mately 25% over the previous year, and the company’s investments 
stood at £1,086,858. A 12% growth was shown in the net tele- 
phones added, and the new radio-telephone link between Caracas 
and the industrial regions of Venezuela was being administered 
by the company in the government’s behalf. 

Telephone Properties paid a 6% dividend in 1939 or a total of 
£37,169, which was less than the amount declared in 1938. This 
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decrease in earnings was caused by increased expenditure in plant 
development and expansion. 

The chairman of the board, Sir Alexander Roger, said that the 
program of public works begun in 1938 by the Venezuelan Gov- 
ernment had stimulated building throughout the nation but particu- 
larly in Caracas, where telephone expansion had been most marked. 
Because of this activity, the Nacional company became involved in 
heavy capital expenditures and expansion in staff. 

An increase of 4,744 telephones was recorded by Nacional during 
1939, a gain of 22%, and during the period, December 31, 1934, 
to December 31, 1940, this company increased the number of its 
telephones from 14165 to 26,624, which represented a 60% increase. 

The old company had exclusive rights which expired in 1914 
and were not renewed, but the properties are held in perpetuity. 
The main offices of the company are in Caracas, but a number of 
Venezuelan cities, including Maracaibo, are served. The program of 
expansion for 1939 covered an outlay of 2,100,000 bolivares for 
extending its plant capacity. Telephone Properties paid a dividend 
of 5% during 1940 which represented a net for the year of £114,287. 

At a meeting of the stockholders in London in April 1941, it was 
announced that the National Telephone Company of Venezuela 
had continued its recent high rate of expansion and that if the 
present estimates held good, the company would require substantial 
additions to its plant. 

By the end of 1941, the Venezuelan concern was feeling the 
effect of the European War. It was claimed that the excess profits 
tax was so high that over 99% of its revenue for 1940 had to be 
set aside for this purpose. Since British war taxation could not be 
imposed on a Venezuelan company, Telephone Properties had to 
bear the whole burden. Despite this handicap the National com- 
pany continued to expand, for an increase of 3,117 telephones, 
11.97% for the year, was added during 1940. This brought the total 
number of instruments operated by the company to 29,796. 

At the annual general meeting of Telephone and General Trust 
(the parent company) held in London in April 1942, Sir Alexander 
Roger, the chairman, announced that but for the crippling effect of 
the excess profits tax on one of the company’s affiliated units, the 
results for 1941 would have been the best ever submitted. The 
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chairman further pointed out that his group was interested in the 
National Company of Venezuela through the Telephone Properties, 
Limited, but that, for the past two years, the ordinary stockholders 
of Telephone Properties had been deprived of any return due to 
the excess profits tax. 

Despite the excess profits tax and a short supply of equipment 
due to war time conditions, the National Telephone Company of 
Venezuela installed 4,282 new telephones during 1941. 

The extensive use of the telephone in Caracas is demonstrated 
by the fact that there were 16,255 telephones in use in that city 
in 1943, rpresenting 7.6 telephones per 100 population. Thus 
Caracas became the leading city in South America as far as number 
of telephones per 100 population, having the same number of tele- 
phones per 100 as Paris; but London surpassed both with 17.81 
per 100 persons, Buenos Aires boasted 7.1, Mexico City, 6.6, Rio 
de Janeiro, 5.35, and Montevideo, 4.74. In 1943 the Venezuelan 
company had 2,228 applications for phones which it could not fill 
because of lack of equipment. The Caracas exchange in 1943 was 
handling 13,250,000 calls per month. 


A great deal of building activity was reported from Caracas for 
1942. As a result of this increased activity, 1,743 stations were 
added to the National Telephone Company of Venezuela, bring- 
ing the total to 35,821 telephones. 

By 1944 the Venezuelan company was experiencing great diff- 
culty in securing equipment to meet the expansion which was 
sweeping the nation. Mr. C. E. Bailey was now the managing 
director of the National Company, and by reworking old equip- 
ment and salvage material, he and his associates were able to con- 
vert in 1943 a net number of 605 new lines and 1,297 extensions, 
which brought the total number of phones in use in 1943 to 37,723. 

The capital of Telephone Properties, Limited, in 1945 consisted 
of £41,932 which was part of an authorized £450,000 of ordinary 
shares of £1 each and £288,528, part of an authorized £450,000 of 
8% cumulative preferred shares at £1 each. This £699,460 total 
issued capital out of £900,000 authorized was not varied from 
1932 when £151,553 of the preference capital was issued to acquire 
7,580,000 bolivares nominal 8% mortgage bonds of the Compaiiia 
Anénima Nacional Teléfonos de Venezuela from the Telephone 
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and General Trust, Limited. The company grew from 1,511 sta- 
tions in 1890 to 37,723 in 1944. 

The National company suffered during World War II from plant 
and material shortage. As the era of peace approached, officials 
of the company expressed confidence in the future, and contended 
that if given stability of government, and harmonious relations 
between capital and labor, the prospects of continued progress 
for Venezuela and its interests justified a hopeful outlook. 


At the Fifteenth ordinary general meeting of the shareholders 
of Telephone Properties, Limited, held in London, the net profit for 
1944 was listed as £29,935. Progress for 1945 included a new 
exchange building erected at Los Caobos in Caracas and the pur- 
chase of a site for another at Chacao. It was revealed that equip- 
ment was in the process of being manufactured for the exchanges 
at Maracaibo, Ciudad Bolivar and Barquisimeto and that £130,000 
of new equipment had already been shipped to Venezuela from 
Great Britain. During 1945, 490 exchange lines and 101 extensions 
were connected to the Venezuelan system which by December 31, 
1945, had reached a total of 39,433. 


During the war years the company had experienced great difh- 
culty in carrying on its operations, consequently, when peace came 
every effort was made to modernize the company’s telephone prop- 
erty in Venezuela. It was pointed out that with the increased oil 
activity in Venezuela there would be great need for more telephone 
service. It was explained by the company that no dividends for 
the year had been paid because of the high taxation in Great Britain. 

Sir Alexander Roger, the chairman of Telephone and General 
Trust, the parent company of the Venezuelan company, claimed that 
he could see no limits to the requirements of telephone service in 
Venezula to meet the constant expansion of commerce and indus- 
try. It was pointed out that the company was experiencing some 
difficulty in securing and exporting the equipment needed for the 
expanding Venezuelan telephone system. 

The year 1946 was one of progress for Telephone Properties, 
Limited, for at the Sixteenth annual general meeting held in London 
in August 1947, it was announced that the plant additions in Caracas, 
the installation of the first unit of the automatic equipment in the 
new exchange building at Los Caobos, had been completed. The 
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new plant was designed to have an ultimate capacity of 25,000 
lines. The new exchange at Chacao was designed to house auto- 
matic equipment composed of 2,600 lines. New automatic ex- 
changes were installed during 1946 at Maracaibo, Ciudad Bolivar 
and Barquisimeto. At this time Caracas boasted that she had 8.1 
telephones per 100 inhabitants and that the increase of 3,127 lines 
for the year represented an 8% increase which brought the total 
lines operated by the company to 42,560. 

Since the close of World War II, the Venezuelan Ministry of 
Communications has taken far-reaching action to improve the coun- 
try’s telephone network. The Swedish firm Ericcson Telefonaktie- 
bolaget was awarded a 2,500,000 bolivares ($750,000) government 
contract in 1946 to build an integrated telephone network in the 
State of Tachira. 

The Compafiia Anénima Nacional Teléfonos de Venezuela, the 
British owned company which operates telephone systems in Cara- 
cas, Maracaibo, Valencia, La Guaira, Ciudad Bolivar, Barquisimeto, 
Puerto Cabello, and Maracay, was awarded, in 1949, a government 
loan of 5000,000 bolivares ($1,500,000) for expansion of its 
facilities. The government received in return an option to convert 
the loan into equivalent shares in the company. 

The National Company has worked to expand and improve its 
facilities to meet the increasing demands of the rapidly growing 
cities it serves. Between 1946 and 1950, automatic equipment with 
an aggregate capacity of 25,420 lines was established. 

Despite these developments, the British company was apparently 
unable to meet the growing demands of the nation. The Venezuelan 
Government claimed that the company did not live up to its contract 
made in 1930 when a new 25-year agreement was signed. Lack of 
capital was given as the cause of the company’s inability to expand 
rapidly enough to keep pace with Venezuela’s phenomenal growth. 
After numerous attempts to help the company failed, and an investi- 
gation showed that it would take 125,000,000 bolivares to give 
Caracas alone a modern telephone system, the government moved 
ahead with the formation of a new company. 

On February 26, 1953, a contract was signed with the German 
firm of Siemens Halske, A.G. and the Swiss firm Albiswerk Zurich, 
A.G., for the installation of 60,000 telephones in Caracas and 
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another 25,000 in Los Teques, Maracay, Valencia, Puerto Cabello, 
Barquisimento, Maracaibo, and Ciudad Bolivar. 

These companies were represented in Venezuela by Emeg Sociedad 
Andénima, which was to undertake the installation of the equipment 
manufactured by the German and Swiss firms, and to construct the 
required buildings. 

In Caracas, two main plants and seven branches were to be 
built in various sections of the city. New plants would also be 
constructed in the other cities included in the expansion program. 

The 126,635,500 bolivares ($38,000,000) contract stipulates that 
the work was to be completed within three years. This project 
provided for the establishment of a telephone system independent 
of and in competition with the National Company. 
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International Investment Aspects 


of ECLA’s Development Policy 
By Morris Bornstein 


Although the Rio de Janeiro Meeting of Finance Ministers’ has 
passed into history, the report prepared for it by the Economic Com- 
mission for Latin America (ECLA) under the title of International 
Co-operation in a Latin American Development Policy’ remains of 
continuing interest because it offers in concise and explicit form the 
views of the ECLA Secretariat on development policy. While 
almost all of ECLA’s previous studies were presented as periodic 
surveys of trends and conditions in the area or as analyses of 
specific problems, this document is frankly issued as a policy pro- 
posal. Because of ECLA’s increasing activity, not only as a UN 
agency but also in collaboration with the Organization of American 
States, the attitudes of its Secretariat toward economic development 
deserve careful attention. 


To obtain a thorough insight into the doctrines and basic phi- 
losophy guiding ECLA would, of course, require a careful exami- 
nation of all of ECLA’s reports and statements on the various 
questions affecting the economic development of Latin America. 
Such an analysis would obviously entail a study of major dimen- 
sions. This paper is instead confined to a review of the inter- 
national investment aspects of International Co-operation in a Latin 
American Development Policy, which provides a convenient, con- 
cise, and recent exposition of the ECLA Secretariat's views on this 
subject. The analysis presented in this paper may, however, pro- 
vide a framework or perspective with which to examine critically 


1 The Fourth Extraordinary Meeting of the Inter-American Economic and 
Social Council of the Organization of American States, held at Rio de 
Janeiro from November 22 to December 2, 1954. 

2 United Nations Document E/CN.12/359 (Sales No.: 1954. II. G. 2), 
New York, 1954. 
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other ECLA studies published in the past and to be expected in 
the future. 


The ECLA document in question consists of two parts: Part I 
is a report by the ECLA Secretariat, while Part II comprises an 
“Explanatory Statement and Recommendations” of a group of six 
Latin American experts appointed by ECLA to prepare recommen- 
dations for consideration by the finance ministers. The present 
paper is limited to an examination of Part I, the ECLA Secretariat 
contribution, for two reasons. First, Part II is presented as the 
signed statement of the six-man group and may not properly be 
attributed to the ECLA Secretariat. Second, the experts candidly 
admit that they had only 25 days to prepare their statement (p. 89) 
and that it is ‘mainly based upon” the ECLA Secretariat study 
which constitutes Part I (p. 95). The experts consider the Secre- 
tariat report “a very complete analysis’ and they ‘“‘substantially 
share the views expressed therein” (p. 89). There seems no point, 
therefore, in a separate examination of the experts’ statement. For 
convenience, the term “ECLA” is hereafter used to refer to the 
ECLA Secretariat, while the term “Report” refers to Part I of 


International Co-operation in a Latin American Development Policy. 


The Report consists of six chapters, dealing successively with the 
needs and goals of economic development, foreign investment 
policy, technical assistance, trade policy, anti-cyclical policy, and 
a summary. This review is devoted primarily to a discussion of 
certain major theses in the chapter dealing with international in- 
vestment, which contains some interesting and debatable propo- 
sitions that will be examined at some length. The other chapters 
contain little that is new or controversial; for the most part, they 
either reiterate previous expositions and proposals, by ECLA and 
others, or treat matters of general agreement, such as the advantages 
of technical assistance. 

* * ** * * 


After an introductory treatment of the needs for and objectives 
of economic development, the Report undertakes a discussion of 
international co-operation in Latin American development through 
foreign investment. This discussion contains at least four propo- 
sitions, and several other points, which merit scrutiny. These 
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propositions, which are not presented as such but can readily be 
derived from the text of the Report, will be analyzed in a con- 
venient order, rather than the order in which they may be found 
in the text. Then certain other points of the ECLA study will 
be noted. 


Proposition No. 1: Portfolio capital is to be preferred to direct in- 
vestment, This proposition is defended chiefly on balance of payments 
grounds, although the point is made that portfolio capital is more 
likely to flow into social capital projects than direct investment, 
for well known reasons (p. 15). Noting that the average yield on 
direct investments is several times greater than the interest rates 
charged on international portfolio capital, ECLA concludes that 
“the burden of financial services” on the balance of payments is 
significantly greater when a given investment is made in direct 
rather than portfolio form. Conversely, a given ‘‘service burden” 
could support more portfolio than direct investment. ‘. . . if the 
yield from private capital were only 10 per cent, two-and-a-half 
times more capital could be absorbed in the form of international 
public resources, with the same financial service, given the current 
relation of interest rates” (p. 37). 


The ECLA analysis appears deficient on at least two grounds. 
First, it overlooks a number of significant differences in the nature 
of direct and portfolio investment, recognition of which would 
affect the assessment of the service burden associated with each 
type. Second, this thesis does not take cognizance of the basic 
policies of the current sources of international portfolio capital. 


It is, of course, incorrect to compare respective yields and interest 
rates in assessing the service burden of direct and portfolio invest- 
ments. Ordinarily, only a part of total earnings are remitted abroad 
by direct investments, because the firms wish to reinvest part of 
their earnings or because exchange control restrictions limit transfers 
to a fraction of annual earnings. Consequently, actual transfers, 
not yield calculated in local currency, should be considered in 
measuring the weight on the balance of payments of the remittances 
of direct investments. In addition, total remittances should be 
considered in comparing direct and portfolio investments. Even 
if all of the earnings of a direct investment are regularly trans- 
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ferred abroad, the principal sum (i.e., the original capital invested) 
remains in the capital-importing country. Remittances on portfolio 
investments, however, include amortization of the principal as well 
as interest payments. Hence, it is improper to compare, as ECLA 
has done, the entire remittance on a direct investment with only 
a part of the remittance on a portfolio investment. 


Indeed, if due allowance is made for the necessity of amortizing 
the principal of a portfolio investment, a picture of the service 
burden quite different from the two-and-a-half to one ratio of 
ECLA is obtained. To take a simple illustration, a given investment 
of $10 million in direct and in portfolio form may be compared. 
If we assume in the direct investment case a yield of 10% which 
is transferred in its entirety, the service burden would be $1 million 
per year. Let us assume in the portfolio case a loan at 4.5% for 
15 years, to be repaid in equal annual installments.’ According 
to standard loan amortization schedules,‘ the annual payment, 
including interest as well as amortization of principal, would be 
$931,138, or only slightly less than the remittance on the direct 
investment. By altering the assumptions concerning the yield or 
earnings transfer practice or the conditions of the loan, the serv- 
ice on the portfolio investment could, of course, be made equal 
to, or greater than, that on the direct investment. In this example, 
shortening the term of the loan to 13 years would raise annual 
interest and amortization to $1,032,754. The significant point, 


* The maturity and interest rate chosen are representative of those used 
by the International Bank for Reconstruction and Development (IBRD). 
The IBRD, however, requires semi-annual payments, employs either a 
level or a gradually increasing payment, and charges interest as soon as the 
loan is drawn, while extending a period of grace, of two to five years, 
corresponding to the time necessary for the project to get into operation, 
before payments must be made on the principal. See IBRD, The Interna- 
tional Bank for Reconstruction and Development, 1946-1953, Baltimore, 
Johns Hopkins Press, 1954, pp. 80-81. To provide a simple illustration, 
these features were omitted from the example above. It may be noted, 
nevertheless, that just as amortization of loan principal may be postponed 
until the project is in operation, so will profits on direct investments, and 
their remittance abroad, be delayed until the project has begun to operate 
successfully. 

* See, for example, Financial Publishing Company, Direct Reduction Loan 
Amortization Schedules, Boston, second edition, 1949. 
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overlooked by ECLA, is that the annual service burden on the 
balance of payments of a direct investment need not represent a 
substantial multiple of the burden of a portfolio investment and 
may often be only slightly larger during a comparable period. 


An important difference does lie in the fact that the service 
burden of the portfolio investment terminates when the loan is 
repaid, while the burden of profit transfers continues as long as 
the direct investment continues and is able to remit earnings. 
Recognition of this point, however, shifts the consideration of 
balance of payments problems onto a long-run basis and requires 
the examination of more complicated factors than a simple com- 
parison of yield rates and interest rates. A direct investment might 
then be opposed on the ground that its burden continues, rather 
than that it is greater per year than the burden of a portfolio 
investment. However, this argument might be countered by draw- 
ing an analogy to the case of the burden of the public debt in a 
growing economy. In the long run, when the loan would have 
been repaid but the direct investment would continue to remit 
profits, the balance of payments and foreign exchange earnings of 
the country might rise to the point where the service burden of 
the direct investment would be insignificant. If this is expected, 
then the long-run continuing burden of the direct investment would 
not constitute a serious disadvantage to be contrasted with the 
similarity of service burdens, between direct and portfolio invest- 
ments, during the short run represented by the term of the port- 
folio investment. 

To obtain a complete picture of the relationship between foreign 
investments and the resulting service burden on the balance of 
payments, several other important factors should be considered. 
One obvious point is the difference between the flexible equity 
character of a direct investment and the fixed debt character of 
a portfolio investment. Loans, whether in the form of bonds 
or credits from international agencies, represent contractual obliga- 
tions which are to be met despite variations in the profitability of 
the project involved and despite fluctuations in the foreign exchange 
resources of the borrowing country. Direct investments do not 
represent fixed charges.. Their profitability ordinarily varies with 
the phases of the business cycle, which is a major determinant of 
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the foreign exchange income of economies dependent upon foreign 
trade. Also, exchange control authorities in capital-importing coun- 
tries can restrict remittances on direct investments without thereby 
incurring defaults on their international obligations. 


Another factor is the familiar dictum that yield reflects risk. 
The spread between yields on direct investments and portfolio 
interest rates results in large part from differences in the sectors of 
the economy to which they are devoted. In this connection, the 
extent to which foreign investments are “‘self-servicing’’—i.e., fur- 
nish the foreign exchange to cover their service transfers—must 
also be considered. Investments which expand exports or create 
domestic substitutes for imports will, by producing new foreign 
exchange or saving foreign exchange which would otherwise be 
expended, ordinarily provide several times the exchange needed to 
cover their own service remittances. By their industrial distribu- 
tion, direct investments commonly fall into this “self-servicing”’ 
category. Portfolio investments, which have traditionally flowed 
chiefly into public utilities and social capital projects, may through 
their indirect effects upon export or import-substitute industries, 
produce an exchange gain to offset service remittances, but it is 
evident that they are to a much smaller extent “self-servicing.” 
These overhead capital investments may be identified with an 
exchange gain sufficient to cover part, or in some cases, all or even 
a multiple, of their service requirements, but as a group they 
do not occasion an exchange gain that is a substantial multiple of 
their own service remittances. 


Finally, in postulating the superiority, from the standpoint of 
capital-importing countries, of portfolio over direct investments, 
ECLA does not give due recognition to the fact that capital-sup- 
pliers do not share this view. Current sources of international 
portfolio capital like the IBRD believe that they should supple- 
ment, rather than supplant for balance of payments reasons, pri- 
vate( which is largely direct) investment. The Report's reference 
to this principle, under the heading “. . . Policy of Credit Institu- 
tions . . . Preference for private investment’ (pp. 28-30), actually 
consists of an examination of the policies of capital-importers 
toward private foreign investment. In short, ECLA does not ac- 
knowledge that international portfolio capital is not likely to be 
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provided in place of direct investment in order to reduce the 
impact of financial service on the balance of payments, as ECLA 
proposes. 

Proposition No. 2: The preferred source of portfolio capital 
would be an international bond market similar to that which 
existed before the 1929 depression. Among the advantages of such 
a market are low interest rates (p. 15), disposition to finance social 
capital projects (such as health and education services and public 
buildings) for which funds are not available from other sources 
(pp. 30-31), and the provision of funds for local currency ex- 
penses (p. 28). The policy of the London financial market before 
World War I is particularly commended (p. 28). In fact, ECLA 
supports “‘... resort to public international loans at a relatively 
low rate of interest until a private bond market has been re- 
established in the large financial centres” (p. 29). The Report 
does not, however, estimate how long it will be before this 
expected revival of the bond market takes place, although it 
assures that the Latin American countries would welcome such a 
development (p. 15). 

There can be little doubt that the resurgence of the international 
bond market in the United States and Europe would put new 
foreign savings at the disposal of Latin America and make pos- 
sible a faster rate of development. However, the prospects for 
such a revival are sufficiently dim that they should not form the 
basis for a current development program. In this respect, ECLA 
correctly focuses its attention upon the supply of international 
public resources and, to a lesser extent, private direct investment. 


4 


Proposition No. 3: International public resources should be fur- 
nished to Latin American entrepreneurs. “It is indispensable to 
guarantee the Latin American entrepreneur easy access to sources 
of international capital and techniques, thus offering him oppor- 
tunities comparable with those enjoyed by the foreign entrepreneur. 
The lack of access to international public resources, which have 
been offered almost exclusively to governments for basic invest- 
ments, represents one of the most serious defects of the present 
financing of development. And if the capacity for absorbing these 
resources is found to be lower than had been thought of some 
years ago, one of the chief reasons is to be found precisely in the 
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inaccessibility of such resources to the Latin American entrepre- 
neur” (pp. 8-9). Of the three components necessary for successful 
investment—enterprise, capital, and technical and managerial knowl- 
edge—ECLA proposes that Latin Americans furnish the enterprise, 
that international public agencies provide the capital, and that tech- 
nical and managerial know-how be obtained by such methods as 
contracting foreign experts and arranging technical contracts with 
foreign companies on a royalty basis (p. 45). In support of this 
proposition, the Report cites loans to local entrepreneurs by the 
IBRD and Export-Import Bank and also advocates the creation of 
a special inter-American fund to supplement existing agencies. 


The special fund suggestion is but another variation of the old 
Inter-American Bank concept, which was first advanced at the 
First International Conference of American States in 1890. The 
ECLA proposal calls for the endowment of the fund by the United 
States through the earmarking of taxes collected by the U. S. 
Treasury on the yield of capital invested in Latin America by 
U. S. companies (p. 35). This tax revenue is estimated at $100 
million per year, and such a fund, if created, could represent a 
significant contribution to annual investment in Latin American 
development. However, as demonstrated once again at the Rio 
de Janeiro meeting, the U. S. Government is not disposed to put 
up the money for a special inter-American bank or fund, believing 
that sufficient resources are now available through existing insti- 
tutions, and the proposed International Finance Corporation (IFC), 
to finance all sound projects being offered by Latin American 
governments and investors.° Without an endowment from the 
U. S. Government, no special inter-American fund is likely to be 
created. It is more fruitful, therefore, to consider the policies of 
the IBRD, Export-Import Bank, and the proposed IFC. 


Although the Report discusses an IBRD loan to Mexican entre- 
preneurs in some detail and makes reference to Export-Import 
Bank loans to Italy and the Philippines (pp. 32-33), it does not 
analyze the policies and experience of these institutions carefully 
and therefore fails to put their attitude toward such loans in the 





’ For a statement of the U. S. position at Rio de Janeiro, see The New 
York Times, November 27, 1954, p. 10, and November 28, 1954, p. 23. 
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proper perspective. A brief review of the loans to small entre- 
preneurs by these institutions will throw light on their aims. 


The Export-Import Bank loan to Italy was made in 1947 to 
assist in rebuilding and modernizing the Italian economy after World 
War II. The sum of $97,300,000 was allocated for medium-term 
financing (4 to 10 year periods) for the purchase of materials and 
equipment from the United States. The Italian Government ar- 
ranged and gathered together 20 separate credit applications, rang- 
ing from $10 million for the largest down to a maximum of 
$50,000 for each of a number of small firms. These sums were 
all promptly disbursed. In 1952 the Export-Import Bank ear- 
marked $5 million in credits for Philippine financial institutions to 
assist them in financing the dollar costs of small private industrial 
projects. The Central Bank of the Philippines was to make rec- 
ommendations to the Export-Import Bank concerning both the banks 
which were to receive lines of credit and the individual loan appli- 
cations. Funds were to be granted for 10 years, and the Philippines 
were given until the end of 1954 to draw upon this $5 million 
sum.” In July 1954, upon the proposal of the Philippine Central 
Bank, $4,550,000 of this sum was distributed among five Philppine 
banks and the Philippine Government Rehabilitation Finance Cor- 
poration. None of this money had been disbursed by the end of 
1954. The right to draw upon the remaining $450,000 was extended 
until the end of 1955.° Export-Import Bank experience in this field 
is therefore quite limited, and perhaps no conclusions applicable 
to Latin America can be readily drawn. The results of the very 
small Philippine credit remain to be seen, but it is interesting to 
note that the Philippine Central Bank did not allocate the Export- 
Import Bank funds until a year and a half had passed, and that no 
funds were disbursed by the end of 1954, indicating some difficulty 
in finding suitable projects. The Italian loan represents an almost 
opposite case, in which the Italian Government had assembled a 





6 Export-Import Bank of Washington, Fifth Semiannual Report, July- 
December 1947, Washington, 1948, pp. 8-10, 30-33. 

7 Idem, Fifteenth Semiannual Report, July-December 1952, Washington, 
1953, pp. 13-14, 48-49. 

8 Idem, Nineteenth Semiannual Report, July-December 1954, Washington 
1955, pp. 18-19, 50-51. 








76 INTER-AMERICAN ECONOMIC AFFAIRS 


“package” of loan applications, for which funds were promptly 
disbursed. One may speculate whether a similar credit to a Latin 
American country would produce results resembling the Italian or 
the Philippine case. 


In 1950 the IBRD granted a $10 million line of credit to a 
consortium of eight Mexican banks and the Mexican Government's 
Nacional Financiera, to provide foreign exchange cover for the 
requirements of small and medium-sized industrial projects. This 
was intended as a “wholesaling” device, whereby the “Bank is abie 
to delegate to members of the Consortium the greater part of the 
detailed screening of numerous small-scale projects. At the same 
time the Bank retains the power to ensure that the loans conform 
to its general standards and objectives.”® The line of credit expired 
in 1952 with only $532,000 outstanding; of this amount, $4,000 
was cancelled in July 1953, leaving a banlce of $528,000 disbursed.** 


ECLA lists four reasons for the failure of this experiment (pp. 
32-33): (a) loan study procedure was unduly complicated, requir- 
ing four stages of approval; (b) too many banking signatures 
were required; (c) there was reluctance to assume the exchange 
risk involved in a loan in foreign currency; and (d) there were 
problems arising from Mexican legislation, which ECLA regards as 
readily surmountable. The IBRD explanation is somewhat dif- 
ferent. The IBRD cites three factors, two of which are mentioned 
by ECLA and one of which is overlooked by ECLA. (a) The IBRD 
observes that requirements of Mexican law regarding bank loans 
for private industry are complex and strict and that these require- 
ments made operation of the line of credit difficult. (b) Potential 
borrowers were reluctant to assume any part of the exchange risk 
involved. (c) The IBRD line of credit became available at a 
time when Mexican foreign exchange holdings were increasing 
rapidly and Mexican banks did not feel a strong need for this 
credit. Private capital from abroad became available, and the 
IBRD credit appeared less attractive, in comparison with other 
sources of financing.” 


®IBRD, Sixth Annual Report, 1950-51, Washington, 1951, pp. 37-38. 
19 Idem, Ninth Annual Report, 1953-54, Washington, 1954, p. 34. 
11 Idem, Seventh Annual Report, 1951-52, Washington, 1952, pp. 32-33. 
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The IBRD’s failure in Mexico may be sharply contrasted with 
the success of a similar venture in Turkey, which is overlooked by 
ECLA. In 1950 the IBRD granted a loan of $9 million, for 15 
years, to the Industrial Development Bank of Turkey for foreign 
exchange loans to private industrial enterprises in Turkey. Loans 
were made steadily by the Development Bank, and by April 1953, 
$5,800,000 had been approved for the foreign exchange component 
of 19 loans. In September 1953, the IBRD granted a second loan 
of $9 million. By June 1954, $9,600,000 had been approved for 
33 different projects.** It appears that in the Turkish case the local 
Development Bank undertook an active loan program and that it 
and the private borrowers were disposed to meet the conditions and 
requirements involved in obtaining IBRD financing. A variation of 
this approach is represented by a recent IBRD loan to India. In 
December 1954, the IBRD granted a $10 million loan to the Indus- 
trial Credit and Investment Corporation of India, Ltd., a corpora- 
tion formed by private investors of India (70% of the share 
capital), Great Britain (20%), and the United States (10%). The 
Corporation will make long and medium-term investments in indus- 
try, and the IBRD loan is to finance imported material, equipment, 
and services for the private industrial projects financed by the 
Corporation.** 

In comparing Mexican and Turkish experience of the IBRD, as 
well as the objectives of its recent loan to the Indian corporation, 
two conclusions may possibly be drawn. First, the Mexican ven- 
ture apparently failed because, in addition to other factors, Mexican 
borrowers did not feel sufficient need for IBRD funds to meet the 
terms imposed by the IBRD, while a number of Turkish borrowers, 
lacking a more attractive source of international finance, evidently 
found it possible to reach agreement with the IBRD. Second, the 
IBRD in all three cases appears to have played a supplementary 
role, by offering funds when they could not be secured from pri- 
vate sources on reasonable terms (in the Mexican and Turkish 
cases) or by collaborating with private foreign investment (in the 
Indian case). 


12 12 Idem, — Annual Report, 1952-53, Washington, 1953, p. 27, and 
Ninth Annual Report, 1953-54, p. 26. 
13 IBRD Press Release No. 382, December 23, 1954. 
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In addition to the two existing major sources of international 
portfolio capital, the potential role of the IFC and similar private 
Organizations should be considered. In its brief reference to the 
IFC (pp. 33-34), the Report indicates that, although the IFC would 
be authorized to make industrial loans, its principal objective would 
be to promote private domestic and foreign investment. A brief 
examination of the IFC proposal will reveal how far its intentions 
lie from ECLA’s proposal for large-scale portfolio financing of 
Latin American entrepreneurs. According to statutes drafted for 
the IFC by the IBRD, the IFC is ‘to supplement and assist the in- 
vestment of private capital and not to compete with such capital.”** 
“IFC will view itself as a financing institution of last resort and 
will wish to assure itself, before making any investment, not only 
that the private interests concerned are contributing the fullest 
possible share of the funds required but also that the share re- 
quested from IFC is not available from other private sources on 
reasonable terms.’*° One of the objectives of the IFC is to stimu- 
late private foreign and domestic investment and to bring them 
together in an association of capital and management.’ All of 
the IFC’s activities will be in association with private investors,’” and 
the IFC will seek to revolve its funds by selling its investments to 
private investors whenever that is possible.** With this in mind, 
although the IFC itself will not invest in capital stock, the IFC 
may require that the investor buying out the IFC interest have the 
right to convert the investment into capital stock. “It is expected 
that IFC will make its investments on terms and conditions similar 
to those obtained by private investors for undertaking comparable 
risks. For example, in situations in which private investors would 
normally insist on an equity participation, IFC may well require 
a participation in profits and a right, exercisable by any purchaser 
of the investment from IFC, to subscribe to, or to convert the 


144 IBRD, Articles of Agreement of the International Finance Corporation 
and Explanatory Memorandum, Washington, April 11, 1955, p. 31. 

18 IBRD, The Proposed International Finance Corporation, Washington, 
May 1955, p. 8. 

16 Articles ... (Art. 1), pp. 3-4. 

17 [bid. 

18 Tbid. (Art. III, Sec. 3), p. 7. 
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investment into, capital stock. In determining the form of each 
investment IFC will have to bear in mind its interest both in the 
success of the venture financed and in having an investment port- 
folio attractive to private investors.”’® Finally, “. . . since IFC can 
engage in financing operations only in association with private in- 
vestors, its investment will necessarily be confined to those coun- 
tries whose general investment climate is such as to encourage 
private capital to invest in productive undertakings.”*° Specifically, 
the IFC will be influenced by the existence of restrictions on the 
transfer into foreign exchange of earnings on investments.” 

Of a similar nature, but much smaller and completely private, 
is the Inter-American Capital Corporation (ICC) reported being 
formed by U. S. investors, who are expected to subscribe $10 mil- 
lion. Its purpose will be to join new or existing industrial enter- 
prises in this hemisphere through the purchase of common stock, 
convertible bonds, or other securities offering compensation for the 
employment of risk capital. The company also expects to provide 
managerial services and technical know-how in conjunction with its 
investments.” 

It is evident from the foregoing that the IFC—and the ICC on 
a much more modest scale—would not serve the ECLA objective 
of a large-scale supply of portfolio capital. The IFC intends to 
participate only when sufficient private capital is not available on 
reaosnable terms to carry out the investment. Moreover, in order 
to revolve its relatively modest resources (its initial capital will 
be only $100 million), it will sell out its participation to private 
investors whenever that is possible. Consequently, the IFC intends 
to act, in many respects, like a private investor, viewing pros- 
pective investment projects from that standpoint. 


The Report recognizes (p. 34) that existing institutions, such as 
the Export-Import Bank and IBRD, and projected institutions, 
such as the IFC, are not likely to provide portfolio funds on the 
scale and for the purpose suggested by ECLA. Hence, the Report 
proposes a special inter-American fund, discussed above. Since it 


19 The Proposed ..., p. 9. 
20 Ibid., p. 10. 
*1 [bid. 


*2 The New York Times, May 13, 1955, p. 35. 
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is highly unlikely that such a fund, or any other variation of the 
inter-American bank idea, will be created, in the face of long- 
standing U. S. opposition to such a proposal, there appears in fact 
no prospect of securing portfolio funds for Latin American entre- 
preneurs in any significant volume. Latin American entrepreneurs 
seeking foreign capital who do not desire or do not qualify for 
portfolio credits of the type provided in a few instances by the 
IBRD and Export-Import Bank will, consequently, have to reach 
agreement with private sources of international capital. Mexican 
entrepreneurs not interested in the IBRD’s terms apparently did so 
in 1950-1952, and the drafters of the IFC proposal expect a sub- 
stantial flow of investment projects from under-developed areas 
seeking private capital, or IFC capital on private terms. 


Proposition No. 4: International portfolio loans should be pro- 
vided to cover local currency expenditures and the indirect foreign 
exchange costs of development projects. The Report calls for inter- 
national loans to cover local currency expenditures for three pur- 
poses: (a) to furnish at least 20-25% of total investments in social 
capital (p. 15); (b) to offset a decline in domestic saving resulting 
from a fall in national income (p. 21); and (c) to meet the infla- 
tionary gap caused by an excess of investment over saving, stemming 
from the effort to develop faster than the rate of domestic saving 
permits (p. 25). Also, international loans should be made to 
cover induced imports attributable to the expansionary effect upon 
national income of development projects, the direct foreign exchange 
costs of which may be financed by loans (pp. 26-27). 


The recommendations are all defensible as devices to increase the 
rate of development and to cushion a country’s development pro- 
gram against the effects of income fluctuations of internal or external 
origin. However, the scarcity of international loan capital, relative 
to the demand for it, makes it doubtful that such funds will, in 
the foreseeable future, become available for the ends suggested by 
ECLA. Such sources of international capital as the IBRD and 
proposed IFC** strive, in allocating scarce international capital 


28 Export-Import Bank financing, which is tied to purchases of U. S. 
equipment and materials, could not, of course, be used for local currency 
expenditures. 
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among underdeveloped countries, to ration it by seeking the best 
combinations of that capital with the relatively more abundant— 
for the world as a whole, which represents the horizon of an inter- 
national agency—supplies of domestic capital. Moreover, in scru- 
tinizing loan applications—which ordinarily constitute proposals for 
combinations of domestic and international capital—these agencies 
favor countries which restrain inflation and promote domestic sav- 
ing.** Countries which have succeeded in mobilizing domestic 
capital to the best advantage are thus more likely to obtain inter- 
national capital. 


In advocating loans to cover induced imports, the Report makes 
brief reference to an IBRD loan to Italy for this purpose (p. 28). 
The Report does not, however, point out the special nature of this 
loan. A brief glance at IBRD policy in this regard will indicate 
that it is not likely to be applied to Latin America. In 1951 the 
IBRD made two loans to cover the cost of induced imports resulting 
from development programs, one for $10 million to Italy in con- 
nection with the development of Southern Italy and one for $30 
million to Belgium in connection with the development of the 
Belgian Congo. Because both Italy (in this instance, Northern 
Italy) and Belgium were producers of capital equipment, they were 
expected to provide virtually all of the capital equipment required 
for these development projects. However, investment in their 
development programs was expected to increase national income and 
hence, through the usual foreign exchange multiplier process, to 
cause an increase in imports. The IBRD loans were thus intended 
to cover not the direct foreign exchange costs of equipment for 
the development programs but only the ‘direct foreign exchange 
costs of induced imports.** Loans of this type have been confined 
to capital equipment producing countries, whose foreign exchange 
requirements for imported capital goods are small, and these loans 
are regarded as an exception to the normal pattern of IBRD lend- 
ing.”* Consequently, it is not to be expected that the IBRD would 


24IBRD, The International Bank for Reconstruction and Development, 
1946-53, p. 54. 

2S IBRD, Seventh Annual Report, 1951-1952, pp. 21, 24. 

*6 IBRD, The International Bank for Reconstruction and Development. 
1946-53, pp. 51-52. 
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provide funds to Latin American countries for both the cost of 
capital equipment imports from more developed countries and 
the cost of induced imports occasioned by development projects. 
Instead, financing is likely to be provided to underdeveloped areas 
only for the former purpose. 


Hence, underdeveloped countries will, as a rule, have to regard 
induced imports as a part (in foreign exchange) of the cost of 
development programs which they must bear, along with domestic 
currency costs. Latin American entrepreneurs seeking assistance in 
meeting the domestic currency costs of investment projects are more 
likely to obtain such collaboration not from international lending 
agencies but from private foreign investors. The latter are con- 
cerned with total costs and profits of particular enterprises—not 
the world-wide allocation of international capital in combination 
with domestic capital—and are not restricted by a principle of 
covering only foreign exchange costs. 


Two other points in the Report’s discussion of foreign invest- 
ment deserve brief mention. One refers to the statistical treatment 
of IBRD operations and the omission of European investment from 
ECLA’s assessment of future prospects for international co-opera- 
tion in Latin American development. For reasons not indicated, the 
Report places IBRD operations under the heading of U. S. invest- 
ment in Latin America (p. 13). In a footnote (p. 13), the Report 
states: ““Figures for European capital are not included due to lack 
of reliable data. It is estimated that over 100 million dollars have 
been invested annually, especially in short- and medium-term loans 
connected principally with trade operations.” A lack of precise 
statistical data should not, however, have precluded an appraisal by 
ECLA of the future role of European capital in the development 
of the area. The extensive investment plans of non-United States 
investors’ warrant examination in any study of this type. 

The second point is ECLA’s $1 billion annual foreign investment 
“target” (pp. 18-20). The Report states that, for Latin America 
as a whole, an annual investment rate of 20% of national income 
would be needed to secure the rate of development which prevailed 
between 1945 and 1952, when per capita income rose at an average 


27 See, for example, The New York Times, May 20, 1955, p. 33. 
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annual rate of 3.3%. ECLA estimates that domestic saving can 
be expected to amount to only 14% of national income, with 
foreign investment amounting to 6% of national income required 
in order to obtain the desired 20% figure. With national income 
for Latin America as a whole estimated at $46 billion in 1953, the 
6% coefficient assigned to foreign investment amounts to about 
$2.8 billion. Noting that U. S. and IBRD investment from 1950 
to 1953 has approximated $500 million per year, ECLA picks a 
figure of $1 billion as an appropriate annual foreign investment 
target for the period 1955-1957. 


The arbitrariness of this target, which represents double the 
current rate of foreign investment (as computed by ECLA) but 
only one-third of the desired rate, is evident from the way in which 
it was calculated. Even ECLA recognizes that the factors responsible 
for the high rate of growth in the immediate postwar period.” 
“were exceptional, and it is highly improbable that they will be 
repeated in the years to come’ (p. 18). The Report gives no 
indication that it expects the established target to be achieved or even 
approached. Yet it proposes that the activity of international 
credit institutions be judged by the extent to which the volume of 
their operations attains the goal (60-65% of the $1 billion total) 
assigned to them by the Report (pp. 19-20). The vague and arbi- 
trary character of the ECLA target makes it a doubtful yardstick 
with which to measure the performance of international lending 
agencies. Instead, its principal merit would appear to lie in another 
advantage cited for it by the Report—the effect it might have in 
stimulating Latin American governments to prepare definite and 
comprehensive development plans, including foreign investment 


programs (p. 19). 
* * * + ** 


Some conclusions appear to follow from the preceding examina- 
tion of ECLA’s position on the crucial aspect of international col- 
laboration in Latin American development, namely, international in- 
vestment to increase the rate of development. The Report shows 


28 Such as improvement in the terms of trade, the use of foreign exchange 
balances accumulated during World War II, and the execution by foreign 
investors of investment projects postponed because of the war. 
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a marked preference for public portfolio capital over private equity 
capital. Also, ECLA wants portfolio capital for a variety of local 
currency expenditures as well as for the direct and indirect foreign 
exchange costs of development projects. To secure this flow of 
portfolio capital, the Report suggests substantial changes in the 
policies of existing institutions and the creation of a special inter- 
American institution. 


These proposals appear, upon careful examination, unrealistic. 
They tend to view the world as ECLA would like it to be, not as it 
is nor as it is likely to become in the near future. A more realistic 
appraisal would acknowledge that sources of international public 
capital consider it their task to supplement, not to supplant, private 
(which is largely equity) capital. Consequently, developing coun- 
tries must recognize that they must actively seek the collaboration 
of international private investment, turning to the IBRD and IFC 
only when they are able to demonstrate that private investment is 
not available in sufficient quantity on reasonable terms and that 
international public investment is therefore warranted. 


A sympathetic observer of Latin American economic development 
may therefore wonder whether ECLA is making the maximum con- 
tribution toward this goal by fixing arbitrary investment targets and 
proposing new operating principles for existing agencies and the 
creation of a new institution along lines which have previously 
been rejected. A greater contribution toward Latin American de- 
velopment might instead be made by a realistic appraisal of the 
private and public international capital available for collaboration 
in the development of the area and by equally realistic recommen- 
dations to the Latin American countries concerning the best ways 
to attract and use available and prospective international financial 
resources. 
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Economic Irresponsibility: 


The Chilean Inflation 
By Veritas 


Despite an export and balance of payments position that 1s in- 
herently favorable by almost any historical tests, Chile continues 
to be in the grip of an inexcusably bad inflation. In fact, the 
inflation is getting worse by the month. Official missions go to 
the country, issue reports, and the like; but nothing positively 
happens. The United States Ambassador makes a flying trip or 
two to Washington to give the National Advisory Council the 
latest information on the situation; but the hyperinflation goes 
merrily on. As this is being written, another (unofficial) mission 
is on the way to Santiago. 

What are some of the sad facts, and what is the lesson they 
teach us with respect to the problem of economic development, 
so passionately pleaded for Latin America by the Economic Com- 
mission for Latin America—itself housed in the center of the very 
Chilean inflationary storm? 

We may illustrate in terms of a few cases, one of which is 
electricity. An American company produces some power, but has 
not undertaken new investment for years simply because the gov- 
ernment’s arbitrary price-fixing yields it under 4 per cent on the 
depreciated value of its establishment. The same company dis- 
tributes government-produced hydro-electric power in the capital 
and environs. Has the government taken the necessary steps to 
assure at least minimum capacity? Despite the existence of the 
Fomento Corporation, and the fixation for planning from the center, 
the plain fact is that the government has failed, and failed dis- 
mally, to behave prudently with respect to the installation of 
additional hydro-electric capacity. It is now generally believed 
that it would take nearly six years to make good the deficiency, 
even if the right official moves were taken tomorrow. 

The case illustrates the classic effects of a strong or hyperinfla- 
tion. Demand has been expanded out of all proportion to economic 
realities, so much so that many Chileans now use electricity for 
space-heating. Rather, they try to do so. How often it is that 
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they are rudely shocked to learn that power is not available on a 
cold day, or that the voltage is so reduced—so that the poverty 
may be “equitably” shared—that all you can do is see but not 
feel the “heat.” And, of course, factories frequently have to reduce 
operations for lack of power—a situation wonderfully suited to 
intensify the hyperinflation. Small businesses that cannot count on 
power from the regular source install costly diesel equipment— 
which hardly fits into the “plans” to achieve an appropriate balance 
of payments. And delicate instruments that depend on a stable 
voltage are simply not used whenever power is expected to be short. 

We have all heard about such things before, to be sure, which 
makes it all the more difficult to understand why the Chileans have 
descended to such a level as to permit obvious absurdities to con- 
tinue to prevail. 

Kerosene involves similarly serious consequences. It is price- 
fixed at so low a level that a whole new stove and heating industry 
has developed to exploit “cheap” fuel. Of course, the product 
is imported, which means that official policy contributes in this 
department as well to an intensification of a deteriorating balance 
of payments situation. 

Milk is another interesting illustrative case. The popularity of 
the item is such that the government has no trouble at all in keeping 
its nominal price at a very low level. Unfortunately, it is being 
more heavily watered by the week. Now, practically everybody 
has to buy powdered milk, at an economic price (strangely!), so 
that ‘‘milk’”” may be brought up to a tolerable standard. 

What are the economists doing and saying under the circum- 
stances? This is perhaps the saddest fact of all. With few excep- 
tions, they are so wedded to the left-wing idea that the government 
can do no wrong that they literally wink at the increasing mess. 
Yet, these are the same persons, so the Economic Commission for 
Latin America solemnly assures us (see the latest planners’ dream, 
its Analyses and Projections of Economic Development, The Tech- 
nique of Programming), to whom the delicate job of designing, 
and carrying out economic development is to be entrusted. Draw 
your own conclusions. And to keep you sober, remember that 
ECLA would like to persuade the United States to chip in $3 billion 
a year to assure the attainment of its fancifully projected levels 
of national product. 
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Contributions of the U.S. 
Government to Latin America, 


Fiscal Year 1956 
By J. Fred Rippy 


The fiscal year that began on July 1, 1955 was marked by more 
than average generosity toward Latin America on the part of the 
United States. Total appropriations voted for the region during 
the first session of the Eighty-Fourth Congress exceeded $136 mil- 
lion,’ without including appropriations for cultural exchange, for 
technical assistance through the United Nations, or for the Interna- 
tional Children’s Fund, all of which may expand the aggregate 
by another two million or so. 


Propaganda for increased grants began with Vice President Rich- 
ard Nixon’s goodwill tour of February and March through the 
small Caribbean countries, a journey accompanied by radio and 
newspaper publicity throughout the United States and climaxed 
by an address before the Los Angeles World Affairs Council on 
March 14. Forgetting economy and budget-balancing promises 
made less than three years before, Nixon urged that grants to Latin 
America, and particularly to some of the countries visited, be in- 
creased and then maintained at a higher level. He gave decided 
emphasis to the completion of the Inter-American Highway.’ 


A few weeks later, on April 1, President Eisenhower sent a special 
message to Congress insistently recommending an authorization of 


* Professor of History, University of Chicago. 

‘This total includes the costs of the Panama treaty of 1955, an aggre- 
gate of some $40.5 millions (an estimated $27 million for real estate 
conveyed to the republic, $12 millions for other estimated costs of the 
treaty, and a raise of $1.5 million in the canal annuity). 

* The speech was published in Congressional Record (daily), March 15, 
1955, pp. 2408-10. Newspaper accounts of his trip were read into the 
Record on March 3, 7, and 10. 
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$74,980,000 to finish the highway in not less than three years. 
Among other things, the President said:* 

Although this project has been under construction spora- 
dically since 1934, and the Congress has appropriated funds 
in the amount of $53,723,000 to date for its completion, the 
incompleted state of the project prevents realization of maxi- 
mum benefits. 

Recently I have sought the advice of interested agencies of 
the Government, and I am convinced that for economic and 
political reasons now is the appropriate time to speed com- 
pletion of the Inter-American Highway. I believe this would 
be the most significant single action which the United States 
can take in Central America and Panama to bring about the 
most mutually advantageous results. 

Among the considerations which make me feel that an acceler- 
ated construction program on the highway is essential are these: 

1. A completed highway will provide a very important | 
contribution to the economic development of the countries | 
through which it passes. 

2. There will be an opportunity for increased trade and 
improved political relations among these countries and [with] 
the United States. 

3. The resultant increase in tourist traffic would not only 
improve cultural relations but also serve as a very important ele- 
ment in the development of their economies through earnings 
of foreign exchange. 

4. The existence of such an all-weather highway would be 
of substantial security importance, both in providing overland 
contact and communication as far southward as the Panama 
Canal and in bringing an important physical link between 
these countries in our common defense of the Western Hemis- 
phere against aggression from without and subversion from 
within. 


® Congressional Record (daily), April 1, 1955, p. 3606. When President 
Eisenhower observed in his message that the United States had appropriated 
$53,723,000 for the highway “to date,” he forgot to mention the $36 mil- 
lion expended by the Army Engineers during the recent war, most of it 
wasted. I have summarized the history of the highway in Pacific Historical 
Review, August, 1955. 
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The stabilizing effect of these factors will tend to bar any 
possible return of communism which was so recently and so 
successfully defeated in this area. 


Two Senators, George Malone of Nevada and Dennis Chavez of 
New Mexico, commented enthusiastically on the President's message 
the day it was received. Malone, who had never voted for any 
grants by the United States to the non-American world, not only 
favored completion of the Inter-American Highway but advocated 
the completion of the much longer Pan American Highway all the 
way to Chile, Argentine, and Brazil. Chavez, an enthusiast for 
highways anywhere in the Americas and one of Latin America’s 
most devoted friends in the Senate, later made the Nixon visit 
the starting point of his advocacy. “He did a good job,” said Chavez 
in his speech of April 13. “I believe the Vice President actually 
carried the American spirit of good will to Latin America in the 
best manner . . . I was thrilled with the reception given the Vice 
President and his good partner [Mrs. Nixon}.”” Chavez then 
revealed one of the reasons for his Latin-American sympathies: ‘‘It 
so happens that I am one of the same national, religious, and 
philosophical origin as the peoples who compose the populations 
of Latin America. I believe that I know their . . . reactions.” He 
contended that they wanted help, not merely promises, and pro- 
ceeded to describe in glowing terms the economic, cultural, and 
political benefits that the highway would produce.’ 


The next day, April 14 (Pan American Day), Representative 
Brooks Hays of Arkansas made an address in support of Eisen- 
hower's recommendation. Dwelling on arguments similar to those 
presented by Chavez and the President, Hays contended that “prompt 
and favorable action” should be taken. And it was on the same 
day that the House of Representatives voted an appropriation of 
$2 million to continue the construction of Nicaragua’s Rama Road.° 

Malone, Chavez, and Hays all mentioned trips they had made 
over the Inter-American Highway. Such junkets, usually at the 
expense of the taxpayer, may not be unimportant in gaining votes. 





‘ Ibid., April 13, 1955, pp. 3698-3700. 
> Ibid., April 14, 1955, pp. 3805-06, for speech by Hays, and 3801-04 
and 3807, for the Rama Road. Only George Meader of Michigan com- 
mented unfavorably on this $2 million appropriation. 
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On May 5 a delegation appointed at the instigation of the Depart- 
ment of Commerce (Bureau of Public Roads) and the Department 
of State left Washington for Central America in order to take 
part in ceremonies marking the opening of a link in the highway 
connecting Nicaragua and Costa Rica. Headed by Senator Spes- 
sard Holland of Florida, it included the following members of 
the House of Representatives: George H. Fallon, Maryland, chair- 
man of House Subcommittee of Roads; George A. Dondero, Michi- 
gan, ranking minority member of the same committee; Tom Steed, 
Oklahoma, member of same committee; Walt Horan, Washington, 
member of House Subcommittee on Appropriations for the Depart- 
ment of Commerce; Walter Norblad, Oregon, member of House 
Armed Services Committee. This delegation spent ten days in 
Central America.® 

On May 24 Prince H. Preston of Georgia piloted through the 
House of Representatives the appropriation bill for the Department 
of Commerce which contained an allotment of only $8 million for 
the Inter-American Highway for fiscal year 1956. A larger sum 
was not voted for the project for two main reasons: no authoriza- 
tion for such sum had been approved by the House, and members 
had doubts about the wisdom of paying the extra cost of accelerated 
construction, which the engineers estimated at $12 million. Several 
members, however, announced that they were in favor of completing 
the project within three years instead of six.’ 


On June 8 the House authorized an appropriation of $74,980,000 
over a three-year period, and on June 16 the Senate voted $25,- 
250,000 for the highway for fiscal 1956, even before it had autho- 
rized this appropriation. Voted the next day, however, the Senate 
authorization was for the same sum that the House had authorized 
on June 8. Three weeks later, on June 29, a conference committee 
of the two chambers agreed on the appropriation figure of $25,- 
250,000 for fiscal year 1956.° 

The assumption was that this highway, extending from southern 
Mexico to the Canal Zone, a distance of 1,590 miles, would be 





® Ibid., May 17, 1955, pp. 5484-5487. 

7 Ibid., May 24, 1955, pp. 5844-72. 

8 Ibid., June 8, 1955, pp. 6713-25, June 16, p. 7266, June 17, p. 7374, 
and June 29, pp. 8069-71. 
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. finished in 1958, provided Congress would make appropriations of 
| equal size for fiscal years 1957 and 1958. Completion might 
depend, however, on the Central American countries, which were 
expected to raise $37,490,000 during the period, namely, half the 
sum provided by the United States. That the governments of 
Central America will do so without additional grants or loans 
from the United States seems very unlikely. Although both the 
State Department and the Commerce Department were aware of 
this because of previous experience, neither said one word about it 
during the entire period of discussion. 


= Ft = Se 


It is possible that a part of the $15 million granted as “develop- 
ment assistance” to Guatemala will be used for this purpose. It 
is also possible that a portion of the $1.5 million increase in Pana- 
ma’s canal annuity will be devoted to the same purpose. But 
neither will solve the main problem, which is a stretch of 134 miles 
through Costa Rica, some of it traveling the most difficult terrain 
in Central America; and it is certain that the Costa Rican govern- 
ment will look to the United States for additional help in the 
future as in the past. 

Moreover, there is also the problem of upkeep. Little risk is 
assumed in predicting that the United States will be urged to 
share the expense of keeping the road in good repair. Nor is 
serious risk involved in the prediction that the United States will 
be asked to make contributions to the Pan American Highway, of 
which the Inter--American is a part, in northern South America. 


The United States has started on a career of road-building in many 
parts of the world, and only a revolt of American taxpayers can 
stop this expenditure, if they feel it should be stopped. The pro- 
gram is favored by construction companies, manufacturers of auto- 
motive vehicles and equipment, ardent anti-communists, and diplo- 
mats who wish to use the contents of the United States Treasury 
to facilitate their negotiations. They will have no mercy for the 
taxpayer who is concerned only with the communist threat and 
derives no other benefits from these huge grants. All the world 
now knows the formula. It may exhaust the material resources of 
the United States, prevent tax relief, impoverish the fixed-income 
group, and enlarge the enormous public debt, but it works. Com- 
plain that the United States is rich and stingy; point to the com- 
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munist danger; put a few communists in office if necessary. The 
“free” world’s levels of living must be raised now to save it from 
communism and to keep the wheels of production turning in the 
United States. 

Grants to Latin America from July 1, 1945, through December 
31, 1953, not including the sums contributed to cultural interchange, 
through the United Nations, and to the Inter-American Highway, 
totaled approximately $401,050,000, and the aggregate reached 
$481,940,000 by the end of 1954, as shown in detail in Table 1. 
But complaints continued, both at the Tenth Inter-American Confer- 
ence in Caracas in March, 1954, and during the Economic Confer- 
ence held in Rio de Janeiro in the following November. 

The nature of the complaints, which stressed cheap loans but 
raised no objection to grants, is illustrated by the following quo- 
tations from addresses made at Caracas. The Brazilian Minister of 
Foreign Relations:° 

Speaking frankly, I must say that although we have obtained 
notable accomplishments in the political and juridical fields 
that have served to consolidate the spirit of Americanism 
which has united us all in a great body of nations, in the 
field of economic relations what has been done is very little. . . 

I am well aware that private initiative and private capital, 
both domestic and foreign, were and still are great pioneers 
of progress and deserve protection and respect, when... . 
they . . . cooperate towards development. 

But . . . there are economic activities that must necessarily be 
carried out or controlled by the state, particularly in countires 
in the process of development, and these are activities that 
are the basis of the economic organization of a country. 

Commercial activities and industrial practices for profit are 
one thing, and another, quite different, is the basic organiza- 
tion of the economy that should be carried out at a higher 
level of economic policy, through investments made available 
in a spirit of cooperation under favorable conditions as to time 
and rate of interest, and in accordance with the possibilities of 
each nation, with an eye on the future and not on the imme- 
diate present. 


® As quoted by Galo Plaza, Problems of Democracy in Latin America, 
Chapel Hill, 1955, pp. 48-50. 
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TABLE 1 


U. S. Government Aid to Latin America 
July 1, 1945——December 31, 1954* 


Country Grants Loans and Credits Total 
(thousands ) (thousands ) (thousands ) 
Argentina $ 198 $ 101,675 $ 101,873 
Bolivia 20,852 37,209 58,061 
Brazil 17,557 507,929 525,486 
Chile 8,439 121,046 129,485 
Colombia 4,869 60,917 65,786 
Costa Rica 5,407 85 5,492 
Cuba 1,022 24,513 29,399) 
Dominican Republic 1,464 none 1,464 
Ecuador 6,603 20,945 27,548 
El] Salvador 3,210 576 3,786 
Guatemala 4,977 none 4,977 
Haiti 6,179 10,075 16,254 
Honduras 3,288 223 3,511 
Mexico 103,685 224,621 328,306 
Nicaragua 2,436 600 3,036 
Panama 4,145 4,000 8,145 
Paraguay 6,327 795 7.122 
Peru 10,888 21,596 32,484 
Uruguay 1,740 11,554 13,294 
Venezuela 1,963 13,301 15,264 
Unspecified 266,691 5,558 272,249 
Totals $481,940 $1,167,219 $1,649,159 


* Compiled from U. S. Department of Commerce, Office of Business 
Economics, Foreign Grants and Credits by the United States Government: 
December 1954 Quarter, tables 3 and 6. The grants listed seem not to 
include several millions granted to the Central American countries during 
the period for the Inter-American Highway (extending from the south- 
ern boundary of Mexico to the Panama Canal). 

The Bolivian Minister of Foreign Relations:*° 

We are aware of the fact that when capital is risked abroad, 
it expects to obtain considerable profit . . . As one can note, 
it is neither pertinent nor exact to say that private investment 
is going to meet our capital requirements in Bolivia, except 
perhaps in the fields of mining and the petroleum industries, 
which have a great appeal to all investors. 

... There is no doubt that more capital has been exported 
from Latin America in the form of profit than has been brought 
to it . . . Foreign private investments that have to take their 


10 Quoted in ibid., pp. 63-64. 








1 Quoted in sbid., pp. 82-83. 






INTER-AMERICAN 





ECONOMIC AFFAIRS 


income to their country of origin and amortize their capital 
rapidly in order to satisfy the investors are . . . a constant 
drain on the country. 

. . . There does not seem to be any other solution than the 
granting of loans for development, under favorable condi- 
tions and terms, on the part of institutions whose essential aim 
is not to make unlimited profits .. . 

It must be added that Bolivia's experience demonstrates that 
a program of economic cooperation requires something more 
than the good will of the United States. 

The Chilean Foreign Minister:” 

In .. . all the broad field of economic and financial activity 
the inter-American system has not yet been able to cooperate 
towards solving the grave problems that affect our countries 
and reflect painfully in the standard of living of our people. 

In other geographical regions evident progress can be found 
in the coordination of their economic possibilities, of their 
production and their commerce. We also find that as regional 
units they have received opportune and efficient international 
assistance. 

The prosperity of others . . . gratifies us, but at the same 
time leaves us in a deep state of uncertainty that should lead 
us to the necessity to study seriously . . . what is happening 
to the inter-American system . . 

We are united by geography, by history, and we face common 
dangers; however, everything gives the impression that we 
have been abandoned in the hard struggle for economic de- 
velopment .. . 

. . . Examining the economic situation in general, we can 
speak of our own experience in inter-American commerce; 
what has really happened to raw materials . . .; the true 
volume of flow of private capital and the continental drought 
as far as public capital is concerned; how our products are 
transported and how the lines of communication are controlled; 
and how contradictory is the development of colonial econo- 


mies in comparison to the disloyal competition that Latin 
America receives. 
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. . . It is necessary that we should know if we are or are 
not to expect cooperation in order to complement our national 
efforts, if on the difficult road ahead we are alone or accom- 
panied, and if the well-being of our people is a national 
problem or one of continental concern. 

Such were the complaints, certainly sufficiently vigorous and ex- 
treme. They amounted to demands—one-sided demands, since the 
help was expected to flow only from the United States. They 
stemmed in part from the war period, when amateurs from Wash- 
ington promised nearly everything and gave almost as much as they 
promised. But they also arose from the bounty and boastfulness 
showered on the world by the Truman administration. The response 
for fiscal 1956 took the form of generous grants. They should 
have been accompanied by statistics on the state of the big neigh- 
bor: its schools, its highways, its national debt, the heavy tax load 
of the people, the fixed-income groups suffering from the inflation 
that has stolen away half of the value of all savings and reduced 
the value of the dollar by half. 

Appropriations for foreign aid—called “mutual aid’ although 
the mutuality is very minute—for fiscal 1956 included the fol- 
lowing for Latin America: (1) Development Assistance: Bolivia, 
$25 million; Guatemala, $15 million; Haiti, $3 million; (2) Tech- 
nical Assistance (projected):: bilateral, $28.9 million; Organiza- 
tion of the American States, 1.5 million.’* And note again that 
this does not include indirect aid appropriated through the United 
Nations and the International Children’s Fund or for cultural inter- 
change. Nor does it include the bounty bestowed upon Panama by 
the new treaty, signed on January 25, 1955, and approved by the 
Senate on July 29, by the terms of which Panama was presented 
with real estate estimated to be worth $27 million and granted 
other favors calculated to cost United States taxpayers a total of 
$12 million more, not to mention the raise in the canal annuity from 
$430,000 to $1,930,000, namely, an exact million and a half voted 
in perpetuity.” 


12 Congressional Record (daily) June 1, 1955, pp. 6289-91, June 2, 
p. 6476, June 28, pp. 8039-48, and July 11, p. 8784. 

18 [bid., July 29, 1955, pp. 10469-89. The politicians of Panama, like 
those of Nicaragua, have taken advantage of the canal concession to 
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Not one objection was offered to the funds voted Latin America 
in the foreign-aid appropriation. A few voices were raised against 
the Panama treaty, for three reasons: (1) Panama would be left 
free as during World War II to charge the United States a heavy 
price for the use of airfields outside the Canal Zone (2) the 
placing of aliens on the United States Civil Service Retirement 
Lists would occasion unpredictable expense; (3) Senators friendly 
to United States shipping enterprises feared that the canal tolls 
would soon be increased. 


Please do not misinterpret the views expressed here. This writer 
is nO more opposed to grants to Latin America than to grants to 
other underdeveloped regions. In fact, he is predisposed to favor 
Latin Americans in comparison with most of the rest. He feels 
that the entire program should have been reduced in keeping with 
Republican promises. The budget should have been balanced in 
fiscal 1956 as the first step in a program to reduce the public debt 
and then reduce taxes. No more than a billion dollars should have 
been granted to foreign countries; and, barring some grave emer- 
gency, no more than a billion should ever be granted henceforth 
until debts and taxes have been pared down. Moreover, no gov- 
ernment committed to economy and budget-balancing should have 
raised the salaries of every government employee, civilian and 
military. The first session of the Eighty-Fourth Congress was 
heedless of the desires of the people, and its members ought to be 
dealt with accordingly. But on this point the writer is oppressed 
by profound pessimism. Both parties are imprudent spendthrifts, 
and it is difficult to avoid the conclusion that the people of the 
United States are no longer capable of rising to the spirit of 1776."' 


“squeeze” money from the United States. They probably will continue to 
do so from time to time so long as American diplomats can wangle money 
from the U. S. Treasury to assist in easing their task. It is a situation which 
should not be tolerated any longer, now that the Rama Road is being built 
and that Panama has been conceded this most generous treaty. 

14 Congress passed another act late in the session presumably calculated 
to serve the Latin Americans. It was designed to create an International 
Finance Corporation with a capital of $100 million, of which the United 
States will contribute $35,168,000. Its function will be to make cheap 
and risky loans to foreign business enterprises. See Congressional Record 
(daily), June 21 and August 1, 1955, pp. 7510-13 and 10962-65. 








